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Editorial Comment 
THE PASSING CLOUD 


HERE are some unmistakable signs 
ik the heavy cloud of depression 
that has so long obscured the sun of 
prosperity is passing. Whether or not 
this great cloud will return, or may be 
followed by lesser ones, cannot now be 
declared with certainty. As the return 
of confidence was the one thing quite 
generally believed to be desirable, it may 
be said with a considerable degree of as- 
surance that a better feeling prevails. 
Gradually the spirit of despair is giving 
way to the spirit of hope. Defeatism as 
an American trait is passing. 
But there is something more promising 
than this more cheerful mental outlook 


—something affording a real basis for it. 

The golu crisis, if it ever really ex- 
isted, has disappeared. We are no longer 
losing but gaining gold. This is not an 
unmixed blessing, for the countries los- 
ing gold have greater need for it than 


exists here. Hoarding of currency, if it 
has not ceased altogether, is rapidly di- 
minishing. An excessive rate of banking 
mortality has been checked. Capital 
issues are increasing, and the securities 
market is displaying a firmer tone. Here 
and there factories are either being re- 
opened or increasing their output, with 
some additions to the working forces of 
the country. 

Perhaps the most significant indication 
of a change for the better is to be found 
in the rising price level. Next to the 
restoration of confidence, a rise in prices 
has been looked on as the most indis- 
pensable requisite of a return to pros- 
perity. Well, the price level is rising, 
and this tendency has now continued for 
a sufficient length of time to warrant 
belief in its persistence. 

The aid rendered to industry and 


finance by the Reconstruction Finance 
Corporation and the Home Loan Banks 
is undoubtedly acting as a stimulant to 
business revival. There are some evi- 
dences of increased banking deposits and 
loans. 

Of course, all these actual signs of re- 
covery do not warrant the conclusion 
that the depression is entirely over. They 
do, however, encourage the hope that it 
is passing. 

The problem of unemployment re- 
mains, and it is one of the most serious 
elements in our present situation. It 
will be relieved gradually as business 
revives. Meanwhile it must be met by 
existing agencies and others that are 
being devised. 

This MaGAZINE has never been un- 
duly depressed by the numerous crises 
witnessed in its eighty-six years of ex- 
istence nor unduly elated by periods of 
exceptional prosperity. It has wished 
and now wishes that our financial and 
industrial systems might function less 
spasmodically than has been the case. 
These alternating periods of excessive 
buoyancy and corresponding gloom are 
wasteful and hurtful. To try to make 
them less frequent and severe is a 
worthy undertaking. 


PROSPECTIVE BANKING 
LEGISLATION 


HICHEVER party may be vic- 

\ x / torious at the polls next month, 
banking legislation of a far- 
reaching character may be looked for at 
the session of Congress beginning in 
December. This session of the Congress 


will not be changed from its present 
membership until after March 4. At 
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the last session some banking legislation 
was enacted, and it is quite likely the 
Glass bill would have become a law but 
for the press of other matters, coupled 
with a disposition to pass the bill over 
until after the Presidential election. 

If it may be assumed that the Glass 
bill is to become a law, its provisions 
should be carefully scrutinized by the 
bankers of the country, for some of its 
features are of vital interest to them. 

In the first place there is the proposal 
to separate banking subsidiaries and af- 
filiates from the commercial banks of the 
country, or at least from the national 
banks. No doubt, these affiliates and 
subsidiaries have developed serious de- 
fects which should be corrected. The 
real point at issue is whether or not these 
defects may be cured without a major 
surgical operation. Before resorting to 
so serious a remedy, experiment might 
be made with a prophylactic. If the laws 
relating to these banking adjuncts were 
carefully framed and properly adminis- 
tered, the end sought might be achieved 
and the really useful functions of the 
afhliates preserved. 

It seems to be the present tendency 
of bank legislation to divorce com- 
mercial banking from the investment 
branch of the business. Should this 
tendency become effective generally, it 
would have serious results to the many 
banks now doing a savings business. 
Both the Federal Reserve Act and the 
McFadden law went in the opposite di- 
rection. Prior to reversing this course, 
the effect on both the banks and the 
public should be carefully studied. 

Then there is the question of insuring 
bank deposits. This insurance, to a 
qualified extent at least, is provided for 
in the Glass bill. Under this provision 
all national banks are required to sub- 
scribe to a fund for the organization of 
a liquidating corporation to pay de- 
positors in failed banks. The propriety 
of thus virtually linking the live banks 
with the dead ones may well be chal- 
lenged. Should this attempt be made, it 
may result in a general exodus from the 
national banking system. 

Much opposition exists to the branch 
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banking feature of the Glass bill, es- 
pecially to the provision for extending 
branches for a limited distance into ad- 
jacent states, regardless of whether or 
not the laws of such states permit branch 
banking. But it seems that there are 
even greater objections to this part of 
the bill, namely, the small capital re- 
quired for the parent banks. Now, it 
should be obvious that the advantages 
claimed for branch banking—superior 
management and greater safety—cannot 
be had by permitting banks with small 
capital equipment to establish numerous 
branches. These will almost surely be- 
come a source of weakness rather than 
of strength. 

Under present conditions, when the 
number of bank failures has been far 
above the normal (due primarily to the 
business depression), proposals for bank- 
ing reform are quite likely to go to ex- 
tremes, and this tendency should be kept 
in mind at Washington the coming 
winter. 

Bankers have in their own hands the 
power to correct many of the defects 
now sought to be remedied by legislation. 
Had some of them been more active in 
remedying certain unhealthful practices, 
the calling in of the public sanitary squad 
might have been avoided. Sound bank- 
ing is a matter not necessarily dependent 
upon legislation. It can be achieved by 
good management in the absence of legal 
compulsion. But not only have bankers 
the power to insure the sound conduct 
of their own institutions, but through 
clearing-house organizations they could 
greatly improve the general standard of 
banking. Are they not concerned in 
doing this? Certainly they are when the 
distrust of banks threatens widespread 
lack of confidence in these institutions. 


A DOUBTFUL USE OF PUBLICITY 


up in the efficacy of publicity as a 
Newspapers 
that devote large space to the exploita- 
tion of news of a scandalous or criminal 
character seek to justify this policy on 
the ground of the preventive influence 


A LMOST a childlike faith has grown 


cure for public ills. 
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of such exposures. _ Conceding the 
theoretical soundness of this policy, its 
practical results as a deterrent of crim- 
inal or scandalous conduct are not clearly 
apparent. Time was when the reading of 
sensational novels, usually costing a dime 
and bound in yellow covers, was consid- 
ered as indisputable evidence of moral 
obliquity, to be indulged surreptitiously, 
and when discovered met with severe 
punishment. ‘Times have changed, and 
literature of the character indicated 
would now be considered weak stuff. 
One questionable use of publicity is 
to be found in the making public of the 
names of banks that have obtained loans 
from the Reconstruction Finance Cor- 
poration. A list of the borrowing banks 
has been widely published, and it is be- 
lieved with no good effect. Borrowers 


from banks would certainly resent hav- 
ing their names and the amount of their 
borrowings blazoned forth to the public. 
In the minds of many persons borrowing 
is taken as an evidence of weakness. 
During ordinary times this belief may 


be unjustified. But in these times, with 
confidence in the banks already seriously 
disturbed, the knowledge that a particu- 
lar bank has felt the necessity of secur- 
ing a loan from the Reconstruction Fi- 
nance Corporation does not tend to in- 
crease confidence in that bank, but may 
have the contrary effect. This would 
especially be true if it should be found— 
as has apparently been the case as ap- 
pearing from the published list of loans 
—that a bank has had to borrow on two 
or three occasions. ; 

Some banks complain, and with entire 
justice, that their names have been im- 
properly included in the published list, 
as they had applied for loans but had 
not received them, an improvement in 
local conditions having made borrowing 
unnecessary. 

The motive behind the requirement 
for publicity was partly political. A be- 
lief was fostered that loans were being 
made only to big banks and to favored 
localities. The published list affords no 
ground for such a charge. As a matter 
of fact only one large bank was in- 
cluded among the borrowers, and while 
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this bank has admitted that a loan was 
applied for it was not received, because 
not needed. 

This mistaken view on which the re- 
quirement for publicity was based could 
have been met by statistics showing the 
number of banks aided, their capital and 
location and the amount of loans ad- 
vanced in the various categories. 

Probably, with the improvement in 
the banking situation, the publication of 
the list will not have the harmful effects 
many feared. But it has done no good, 
and has been a foolish and unnecessary 
proceeding. 


POST-DEPRESSION PROBLEMS 


T may be premature at this time to 
[s« thought of the problems that 

must be faced after this depression 
is over, since it is far from being at an 
end. And so much attention is still de- 
manded in routing the enemy that little 
energy remains to be expended upon the 
difficulties to be surmounted in the per- 
haps distant future. Nevertheless, after 
the hurricane the ruins must be cleared 
up and the devastated structures rebuilt. 
And what a mess will remain after this 
terrible storm has subsided! 

We have resorted to so many expedi- 
ents in counteracting the effects of the 
depression that their number and char- 
acter tax the powers of a retentive mem- 
ory. Several of these expedients have 
been considered as temporary in their 
nature, and this has been found true. 
But others must remain, like bloody in- 
structions, to plague their inventors. 

One general observation seems perti- 
nent, namely, that had the same concern 
been shown in warding off the influences 
that led to the depression, its worst ef- 
fects might have been avoided. Heroic 
efforts are put forth to stop deflation. 
But little attention is paid to measures 
for halting the inflation, always the pre- 
cursor of the deflation. Here is a post- 
depression problem of the first impor- 
tance, and one to which serious attention 
should be addressed if hereafter these 
financial hurricanes are to be tempered 
in their severity. 
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Those who look with disfavor on the 
further extension of government into 
business will be concerned at the develop- 
ment that has taken place in this direc- 
tion, as a result of the crisis, and of 
which we are not likely soon to see the 
end if ever. 

There is the problem of our foreign 
trade, now at the lowest point in nearly 
a quarter of a century. What is to be 
done about it? Shall we depend upon 
a slow general recovery to bring about 
restoration, or will our tariff policy be 
modified? 

The extravagance of Federal, state and 
local governments, with the accompany- 
ing burden of taxation, has not been cor- 
rected, and this will remain one of the 
problems to be dealt with when the de- 
pression ends. 

Our banking system must be strength- 
ened, and probably our methods of pro- 
duction and distribution will require a 
complete overhauling. 

If the depression is to end soon, an 
even greater problem than any mentioned 
will have to be faced—the European 
debts due us. 

There is enough serious work ahead 
to make this an exceedingly interesting 
period in the country’s history. 


THE PRESIDENTIAL ELECTION 


EXT month the American citizen 
N will exercise one of his (and 

her) proudest privileges, that of 
participating in the election of the Chief 
Magistrate of the Republic. It is a 
privilege not lightly regarded. Although 
most of the voters will merely record 
their party preterences, with little con- 
sideration given to the claims of either 
candidate, experience has shown that at 
times the voters do give serious thought 
both to the candidates and the policies 
for which they stand. In most of the 
quadrennial elections since the Civil 
War this disposition has manifested it- 
self more in the size of the majorities 
given than by the triumph of an oppo- 
sition party. This indicates the exercise 
of a considerable degree of independ- 
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ence on the part of a large number of 
voters. 

Since the Civil War, except under 
unusual circumstances, the country has 
gone Republican in Presidential clec- 
tions. The only exception to this rule 
was in 1884 when Mr. Cleveland won 
over Mr. Blaine, and in 1892, when he 
again won over General Harrison. Mr. 
Wilson’s election, in 1912 was undoubt- 
edly due to the split in the Republican 
ranks in that campaign. His re-election 
in 1916, by a very close electoral vote, 
was partly due to the war situation, but 
was also in part due to Mr. Wilson's 
popularity. 

Normally, therefore, the country goes 
Republican in an election for President. 
This habit of voting for the Grand Old 
Party constitutes a serious obstacle 
which the Democrats will try to over- 
come. It will, to some extent, militate 
against Mr. Roosevelt. But Mr. Hoover 
faces an obstacle of another and a more 
serious character. That is the disposi- 
tion by a large part of the public to hold 
him and his party responsible for the 
depression. Voters not illogically con- 
tend that if the Republicans assume 
credit for bringing about prosperity, 
they must not shirk responsibility when 
their rule is coincident with a period of 
economic distress. Mr. Hoover will lose 
many votes simply because times are 
bad, and voters conclude that a change 
in party rule will make them better. 

Plato, Aristotle and Bacon were 
philosophers who denied the ability of 
the masses to choose the best public serv 
ants. But in our choice of Presidents 
we have generally shown this view of 
these great philosophers to have been a 
mistaken one. Our Presidents, with a 
very few exceptions, have been men of 
character and ability. A standard for 
the Presidential office has been set in the 
public mind, and it has become prac: 
tically impossible for any man to achieve 
this high honor if he falls short of this 
standard. Fortunately, in the election 
to be held next month, this question will 
have no place. The qualities of Mr. 
Hoover and Mr. Roosevelt command 
public respect. 
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ANOTHER PROMISED NEW ERA 


ually gained ground that this coun- 
try had entered upon a new era. 
There was to be no cessation of pros- 
perity. Mass production, instalment 
buying and high wages were counted on 
to keep all of us growing richer and 
richer. Such belief, fostered by many 
who should have known better, was re- 
sponsible for an unprecedented era of 
extravagance, with results familiar to 
all. As a consequence the former be- 
lievers in perpetual prosperity, the dis- 
coverers and protagonists of the new era, 
were the objects of the gibes and jeers 
of the multitude. Probably they might 
have made a better defense than they 
have. It might have been claimed, not 
without reason, that but for the unex- 
pected and preventable slipping of a cog 
in the economic machine, their hopes 
would have been realized. But they 
meekly submitted to the popular scorn 
and are now thoroughly discredited. 
But while not subscribing altogether 


Fists 1925 to 1929 the belief grad- 


to the theory of the possibility of unin- 
terrupted and ever-increasing prosperity, 
there are still economists who stoutly 
deny that our recurring depressions are 
heaven-born and as inescapable as death 


and taxes. They refuse to accept the 
fatalistic conception of panics and de- 
pressions. Imbued with the belief in the 
possibility of avoiding such calamities, or 
at least of lessening their frequency and 
severity, they are ever searching for 
means to establish their position. Pos- 
sibly their success depends not so much 
on an improvement of the economic 
mechanism as on an increase in human 
imperturbability. Speculation may be in 
the air or a corresponding degree of de- 
pression, but only when the people can 
say with the Apostle, “None of these 
things move me,” will the severity of 
panics and depressions be lessened. 
Now there are prophets foretelling an- 
other new era. If, like the author of 
Revelations, they do not see a new 
heaven and a new earth, they envisage 
stupendous changes on this round globe. 
In the ecstatic visions of these prophets 
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the downfall of capitalism, the new deal, 
and a general rearrangement of human 
relations are foretold. Speculation is to 
disappear, taxes lightened, war ended, 
human selfishness supplanted by altruism, 
and so on to the end of the beatific vision. 

Before considering the realization of 
these delectable hopes as imminent, it 
might be well to bear in mind the French 
saying, that the more things change the 
more they are the same. While it may 
not be unreasonable to hope that recent 
experiences may give rise to an improve- 
ment in economic and social relations, 
expectation of great and radical improve- 
ment in any short period of time will 
scarcely be realized. 


INCREASE IN NATIONAL BANK 
CIRCULATION 


Borah amendment to the Home 

Loan Bill, providing for the em- 
ployment of additional classes of United 
States bonds as a basis for national bank 
circulation, would result in only a slight 
increase in this form of currency are 
not being realized. On August 1 the 
amount of these bonds pledged with the 
Treasury as security for national bank 
notes was only $3,400,000. But during 
that month this figure rose to $68,268,- 
000. The belief that this increase in 
national bank circulation would be par- 
tially offset by a reduction in the volume 
of Federal Reserve notes has been justi- 
fied. While in August the volume of 
national bank notes was increased by 
over $51,000,000, the Federal Reserve 
notes decreased by nearly $20,000,000. 
The money in actual circulation, con- 
trary to the usual trend, decreased in 
August to the extent of $38,000,000, 
indicating a decline in the hoarding of 
currency. 

Because the bonds now made avail- 
able as the basis of national bank circu- 
lation aggregate some $3,000,000,000, 
it must not be inferred that any such 
addition to the circulation of the na- 
tional banks is possible, for such circu- 
lation is limited to the capital of the 
banks, some $917,000,000. It must also 


Fi bers tmencine that the Glass- 
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be borne in mind that prior to the pas- 
sage of this amendment, the national 
banks had outstanding some $700,000,- 
000 of their notes, so that the margin of 
increase could not be much over $200,- 
000,000, on account of the limitation 
with respect to capital. It is doubtful 
if even this sum will be issued. 

National banks having in their posses- 
sion United States bonds eligible as a 
basis for note issues can make a small 
profit by the issue of their notes, and 
can also avoid the necessity of borrow- 
ing from the Federal Reserve to supply 
the demand for currency. 

When hoarding has _ completely 
ceased, the incentive for issuing the 
notes will be diminished, and unless 
there is a sharp business revival the cir- 
culation may prove redundant. Such 
redundancy will probably be corrected 
by the retirement of Federal Reserve 
notes, as the tendency of the bond- 
secured notes is to become rather per- 
manent. 

The provisions of the amendment 
under consideration are limited in their 
operation to three years, though at the 
expiration of that period a strong de- 
mand may be made to extend it. 

Actually, while this amendment per- 
mitted an increase in national bank cir- 
culation, it did not materially change 
the character of our circulating medium 
as a whole. Both Federal Reserve notes 
and national bank notes have long con- 
stituted a large part of the country’s 
paper circulation. 


THE ALLIED DEBTS 


NE of the difficult questions to 
be met in the near future is 


that of making some adjustment 


of the debts due the. United States by 


foreign governments. From the stand- 
point of the creditor this is not a favor- 
able time for such adjustment, for both 
the ability and readiness of the debtors 
to pay are at a low ebb. Under such 
circumstances it would be to the ad- 
vantage of the creditor to postpone 
settlement until conditions become more 
favorable. But the objection to this de- 


THE BANKERS MAGAZINE 


—e 


lay is based upon the widespread belief 
that until this troublesome problem is 
dealt with in a final manner there can 
be no general world recovery. If this 
view is correct, this country might gain 
more from: scaling down or outright 
cancellation than by insisting on full 
payment. In any event, this insistence 
will likely prove futile. Our debtors 
seemingly have made up their minds to 
pay us little if anything more. The 
inevitable must be accepted. 

It is argued with considerable force 
that the people of the United States 
should look at this matter from the 
standpoint of their own interests. If a 
reduction of the debts at or near the 
vanishing point would be beneficial to 
this country, such reduction should gain 
popular assent. Europe is still one of 
our best customers, and to impoverish 
your customer is bad business policy. 

Probably if payments on account of 
principal were postponed, and interest 
only kept up, the settlement of the 
debts at some future date would be 
much easier than it is now. But this 
postponement is open to the objection 
already mentioned. The question arises 
as to whether this objection is as valid 
as claimed. Which will harm the world’s 
credit situation most—the continuance 
of the debts with a probability of their 
payment at some future time, or their 
scaling down or cancellation? 

It is inconceivable that some plan 
could not be devised that would relieve 
the United States from the heavy bur- 
den it must shoulder if the debts are 
canceled, and that would at the same 
time ease the debtor countries by not 
asking them to make payments under 
present conditions. The depression that 
has struck the debtor countries makes it 
dificult if not impossible for them to 
continue payments in accordance with 
the terms of the existing arrangements. 
Certainly America cannot rightfully ex- 
pect a resumption of these payments in 
December, and our people have no wish 
to insist on harsh terms of adjustment. 
We are told that facts must be faced. 
Obviously, but what are the facts? 

Action by countries like France and 
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England that could be interpreted as 
repudiation of legal obligations is no 
light matter, not for this country, but 
for those countries and for the entire 
world. But it is the duty of the United 
States to contribute in every practicable 
way to obviate such a course. 


WAS THE GOLD STANDARD 
THREATENED? 


the question of danger to the 

preservation of the gold standard 
in the United States, due to foreign 
withdrawals and domestic hoarding of 
the metal. As gold has recently been 
coming this way and released from ear- 
marking, and since the circulation of 
gold here is falling off, this question may 
now be viewed in its historic and aca- 
demic aspects. Interest in the matter 
has been revived by a statement made by 
President Hoover, in his campaign ad- 
dress at Des Moines, Iowa, in which the 
statement was made that at one time he 


(Sie “gueston of has arisen over 


was advised by the Secretary of the 
Treasury that unless certain measures 
were taken the gold standard could not 
be maintained for more than another 


two weeks. Senator Glass of Virginia 
has issued a statement denying that the 
Administration had any such fear, so far 
as he was advised. 

This controversy thus attains a politi- 
cal complexion with which it is unneces- 
sary to deal at the present time. But 
students of our monetary history will 
hereafter find this question one to en- 
gage their interest. 

As stated above, the matter has now 
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passed into the historic and academic 
domain. The danger to the gold stand- 
ard, however imminent it may have been 
a few months since, has definitely passed. 

In this connection, and as bearing on 
the alleged shortage of gold, it may be 
pointed out that the prospects for the 
production of gold for this year promise 
near or quite a record crop. 


DEATH OF ANDREW J. FRAME 
[Fane died recently Andrew J: 


Frame, for more than half a cen- 

tury active in the management of 
the Waukesha (Wis.) National Bank, 
and one of the well-known bankers of 
the country. He had been honored by 
official positions in the Wisconsin Bank- 
ers Association and the American Bank- 
ers Association. At the conventions of 
the latter organization he was a frequent 
speaker, and in recent years had taken 
every opportunity of vigorously opposing 
branch banking. Mr. Frame had made 
his own bank safe and successful, and 
quite logically believed that unit banks 
generally could establish a like record 
under the right management. He was a 
strong champion of the national banking 
system, and a constant advocate of sound 
banking. This he not only preached but 
practiced. 

Mr. Frame was an example of the old- 
fashioned banker in the best sense of that 
term. His information on banking and 
economic questions was extensive. He 
left a record of usefulness as a banker 
and citizen, extended over a very long 
period. His death is a distinct loss to his 
city and state and to the country. 





Observations of an Outsider 


A number of years ago we published as a monthly feature of THE BANKERS 


MAGAZINE a special section edited by an 


sider” 


“outsider.” 


We have persuaded “Out- 


to resume his observations on banking as we feel that they will prove both 


interesting and helpful to our readers as being expressive of the layman’s point of 


“Outsider” 


view towards his bank. 


comes in contact with a great many banks 


and bankers but is himself a non-banker and represents the viewpoint of the 
average business man.—Editor. 


ELL, it’s quite a while since I 
last appeared in these pages. 
I'm just as much of an “out- 


sider” as I ever was and, being anony- 
mous, I can wander at will and make ob- 
servations of a more impertinent nature 
than I might otherwise. 

a 


I've put in quite a bit of time lately 
trying to find someone who still loves a 
Banker in the good old pre-Depression 
way, but I haven’t had any luck. 

* * * 


This doesn’t seem quite fair, for I 
know that a lot of you Bankers have 
done a mighty fine job all through these 
troublous times, and someone ought to 
give you a hand for it. 

x * 


The trouble is there were some Bank- 
ers—no, I didn’t mean to write it that 
way, with a Capital “B’—there were 
some bankers, who made such a con- 
spicuous flop when the Big Wind came, 
that a lot of people just soured on all 


Bankers. 
* * * 


This is too bad, for we need you real 
bankers worse now than we ever did, 
and I think perhaps you need us, too. 

x * & 


I can’t say that I've seen much evi- 
dence on your part to support that last 
assertion, however, for if you do need 
us, most of you are keeping mighty quiet 
about it. 


If you really do need us and want 
us—us little and medium-sized chaps, | 
mean—won't you please say so. Put 
an adv. in the paper about it. Even a 
small adv. in the personal column saying 
“Come back, all is forgiven!’ would 
make us feel better. 


* x & 
For, honestly, all we've had from you 
lately are messages showing how much 
harder and more expensive it was going 
to be for us to do business with you— 
when, as and if. 
* * * 
Just a little note of friendliness would 
really help a lot. 
a. 


We've really had an awfully tough 
time since you quit speaking to us. Oh, 


Boy! You don’t know how tough! 


* * & 


And the worst of it is that we find 
ourselves sort of getting used to getting 
along without you. 

* * & 


And that doesn’t seem healthy for 
either of us. 

x ok * 

Honestly, tho’, we'd like to see “Wel- 
come” on the mat again and a light in 
the window. We'd like to come in and 
talk over a little loan and,.if we couldn't 
get the loan, we'd like at least to get a 
kind word. 


* * ok 
How about it? 





Further Steps Towards Business 
Revival 


By M. C. Rorty 


Colonel Malcolm C. Rorty is an economist of wide repute, and is known primarily for 
his work as commercial engineer and chief statistician of the American Telephone and 
Telegraph Company, and later as vice-president of the Bell Telephone Securities Cor- 
poration and president of the International Telephone Securities Corporation. Pre- 
vious to his recent retirement Colonel Rorty had served as a vice-president of the 
International Telephone and Telegraph Corporation and of the American Founders 
Corporation. He is a past president of the National Bureau of Economic Research and 
of the American Statistical Association, and is at present a member of their advisory 
boards. He is the author of “Some Problems in Current Economics,” and joint author 
with Profs. Counts and Villari and Newton D. Baker of a recent volume of Williams- 
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OOKING at the situation in the 
early fall of 1932, the problem of 
business revival in the United 

States seems simple enough in principle, 
however difficult it may be in practical 
solution by reason of political complica- 
tions and the magnitude of the elements 
involved. 

The direct and obvious things have 
been done—and, on the whole, seem to 
have been done very well, even if some- 
what tardily by reason of Congressional 
debates. Congress yielded finally to the 
President on emergency legislation for 
the very simple reason that the Presi- 
dent and his advisers were talking sound 
sense, and Congress knew it. This fact 
was illustrated when a Senator of some- 
what radical leanings recently asked 
whether or not he had been right in 
finally supporting the President's pro- 
gram, and agreed with the writer that 
a sensible man had no choice but to do 
So. 

A similar ultimate lining up of the 
next session of Congress may, perhaps, 
be expected on two further obvious ele- 
ments of economic readjustment—the 
settlement of war debts, and the elimina- 
tion of the worst errors in our tariff 
schedules. 


WAR DEBTS AND TARIFF 


War debts quite surely will be settled 
on the basis of the United States can- 


celling paper promises in favor of the 
best reasonably certain cash payments 
that can be obtained without a continua- 
tion of European financial and political 
disorder. The differences between those 
who wish to settle on a sentimental 
basis, and those who take a more prac- 
tical view, will not be great when the 
actual facts are squarely faced, with a 
reasonable allowance for our own self- 
interest in an early and sound restora- 
tion of international trade and finance. 

Even the tariff situation may yield to 
the summer reading by Congress of the 
steady building up against us of foreign 
tariff walls and other trade barriers for 
which we unfortunately have set the 
architectural style. 


WHAT OF THE FUTURE 


Thése are optimistic, but not unrealiz- 
able, forecasts. Assuming that they 
come to pass, the question will, however, 
still remain as to what our business, and 
particularly our employment, situation 
and prospects will be at the end of the 
year. 

Confidence will presumably exist that 
the worst of the depression has been 
seen. The elections will be over. A 
measurable European recovery may be 
under way. The prospects may be good 
for a workable settlement of war debts, 
and for a trend toward the lowering of 
tariffs and the removal of trade barriers. 
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Credit should also be available in 
ample amount to sound borrowers. The 
forced liquidation of solvent erterprises 
should be definitely ended. Commodity 
and security prices should have com- 
pleted their initial rebound from panic 
levels. And, finally, the excess credit 
created by the open market operations 
of the Federal Reserve banks, together 
with the return of hoarded money to 
circulation, should set free a large vol- 
ume of funds “itching” for profitable 
employment. 

On the reverse side of the picture, the 
end of the summer season found 10,- 
000,000 or more workers totally unem- 
ployed, with the down trend still not 
definitely checked, and with little pros- 
pect of any marked improvement in 
employment before the end of the year. 
The current levels of consumption are, 
and: probably will remain for several 
months, at record depression from nor- 
mal levels. There are very few lines of 
business or industry that hold forth any 
immediate or early’ future promise of 


profits to the enterpriser from new ven- 
tures or expansions of existing activities. 
Reduced earnings and the doubling up 
of families have created large apparent 
surpluses of housing. Commercial office 
space is probably in large actual excess 


of any near term requirements. Indus- 
trial and engineering construction, ex- 
cept for public and publicly assisted 
works, is at almost a complete standstill. 
Furthermore, what seems to be a perma- 
nent decrease in urban and rural land 
values tends to maintain a continuing 
and gnawing deflation of mortgage 
loans. And, finally, there is an increas- 
ing realization that relatively little effec- 
tive or general relief can be expected 
from programs of public works, particu- 
larly in view of the growing insistence 
of all classes of the population that taxes 
and public expenditures shall decrease 
rather than increase. 

If an attempt is made to balance the 
whole picture, an optimistic forecast for 
the end of the year will indicate some 
further improvements in general confi- 
dence and in commodity and security 
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price levels, but with unemployment 
still near maximum levels and with tan- 
gible improvements in business and in- 
dustrial activity due almost wholly to 
public works, to special railway and 
other operations financed by the Recon- 
struction Finance Corporation, and to 
an increased willingness to make neces- 
sary replacements and to undertake for- 
ward buying of goods and commodities 
in normal relation to sales. The drastic 
deflation of mortgage loans should be 
ended, but there is apt to be a continu- 
ing and apparently unavoidable insist- 
ance that renewals shall be scaled down 
in proportion to the permanent or semi- 
permanent decrease in urban and rural 
real estate values. 

Taken as a whole, the turning point 
in the depression may be clearly at 
hand—yet the inevitable question will 
still arise as to when the 10,000,000 un- 
employed may expect once more to be 
back at work. 

There appears to be a certain rather 
definite maximum rate of natural re- 
covery from major depressions. It is 
reasonable that this should be the case. 
Each increase in employment brings a 
roughly corresponding increase in con- 
sumption—but it takes a definite period 
of time for increased consumption to 
produce in turn a further increase in 
employment.. As the result of this de- 
layed sequence of events, there seems 
to be a natural maximum rate of im- 
provement in business activity from 
major depression levels that is rarely 
exceeded for any extended period. Such 
maximum rate of improvement was in 
evidence throughout a large part of the 
year 1922 in the recovery from the 
1920-1921 depression, and about the 
same rapidity of recovery was shown in 
1908. 

If the same rate of recovery should 
begin on January 1, 1933, with the final 
three months of 1932 representing a 
period of approximate stability in busi- 
ness activity and employment prior to 
the upturn, the expectation would be 
for normal business and employment to 
be reestablished at a date somewhere 
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between July 1 and December 31, 1935. 
In other words, with a depression which, 
by the ordinary measures, is more than 
twice as severe as that of 1920 to 1921, 
the natural period of recovery may be 
between two and one-half and three 
years, as compared with the fifteen to 
eighteen months required for recovery 
in the 1921 depression. 

In terms of employment, this might 
mean 10,000,000 workers totally un- 
employed on January 1, 1933, with a 
decrease to, perhaps, 6,000,000 on 
January 1, 1934, and 2,000,000 on 
January 1, 1935, and with a final ap- 
proach to full employment during the 
following six to twelve months. 


RESORT TO ARTIFICIAL ECONOMIC 
STIMULANTS 


The preceding picture is that which 
corresponds to a normally active recov- 
ery without artificial stimulation. It 
seems obvious that public opinion will 
not tolerate, nor will the necessities of 


the working population permit, the rela- 
tively slow processes of such recovery 


to take place. An average of 8,000,000 
workers wholly unemployed during the 
year 1933 would involve a confession 
of complete political and economic in- 
capacity. It is certain, therefore, that 
there will be a continuing resort to arti- 
ficial economic stimulants. 

The accepted and orthodox measures 
of stimulation, if we may call them such, 
involve the creation of substantial vol- 
umes of excess credit through open 
market operations by the Federal Re- 
serve banks, together with programs of 
public works, primarily of self-support- 
ing and self-liquidating types. In ad- 
dition, special emergency credit may, in 
not wholly unorthodox manner, be ap- 
plied to finance a certain amount of new 
work by the railroads, in housing opera- 
tions, etc. 

It is yet too early to determine 
whether or not the natural forces of 
business revival, combined with such 
special stimulation, will adequately 
meet the necessities of the situation. 
Programs of public works may, at the 
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best, be only a temporary stop gap. 
Excess credit not put to productive use 
may serve mainly to stimulate the secur- 
ity markets. This is a useful step in the 
restoration of confidence, in checking 
hoarding and excessive liquidations, in 
lifting current consumption to levels 
reasonably in keeping with current 
levels of general activity, and in par- 
ticular, perhaps, in causing corporations 
and individuals to undertake consider- 
able volumes of previously deferred re- 
pair and maintenance work. Indirectly, 
the latter effects have their helpful re- 
percussions on commodity prices. But 
the final upturn in business and employ- 
ment, it is now generally recognized, 
can come only when the many thou- 
sands of private corporations and indi- 
vidual enterprisers reestablish once more 
something approaching a normal flow of 
new money into construction work and 
other new capital activities. If new 
capital activities are subnormal, pros- 
perity can hardly exist. And, in the re- 
verse direction, it is almost impossible to 
have serious business depression and un- 
employment when new capital activities 
are at normal levels. 
Here, then, is the very simple prob- 
lem. If the action taken to date and 
along similar lines during the next few 
months is sufficient to start an active 
flow of money, first into channels of 
consumption and then into private new 
capital activities, we may be justified in 
awaiting the return of business activity 
and increased employment, without 
other measures for the forced stimula- 
tion of economic revival. Perhaps we 
shall be justified in waiting, and can 
wait, until the normal spring upturn in 
business in 1933 gives evidence either 
that an active revival is under way or 
that the recovery may be intolerably 
slow. The initial stimulation of con- 
sumption through expenditures on pub- 
lic and special private works, the re- 
plenishment of depleted stocks of goods, 
plus a certain amount of forward buy- 
ing in anticipation of rising prices, and 
activities connected with efforts to catch 
up on deferred maintenance, may all 
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combine to start that widespread favor- 
ing spiral of private construction and 
new capital investment which consti- 
tutes the normal and fundamental re- 
vival from business depression. This is 
the result to be hoped for, and there is 
probably more than an even chance that 
it will come about. However, the depth 
of the present depression is so great that 
much more than a normal initial im- 
petus may be required to start business 
on a self-sustaining upward trend—and 
there is a very real possibility that, after 
an initial brief upturn, business may 
sink again into stagnation, or that im- 
provement may continue at a very slow 
pace. The uncertainties of the situation 
are certainly great enough, in any case, 
to warrant careful consideration of 
what further measures of economic 
stimulation can be adopted, if necessary. 


SUBSIDIZING PRIVATE CONSTRUCTION 


Earlier in the present year, the writer 
attempted to' analyze the present de- 
pression, and came to the conclusion 
that if other more conventional measures 
failed to bring an active revival, it might 
be necessary to make a direct attack on 
the seat of the difficulty by offering flat, 
unqualified money subsidies to stimulate 
private construction and new capital 
operations. The principle of this sug- 
gestion has since been endorsed by an 
eminent English economist in the person 
of John Maynard Keynes, who recently? 
wrote “If this proves to be so (that 
cheap money and ease of credit will not 
in themselves bring an active revival), 
there will be no means of escape from 
prolonged and perhaps interminable de- 
pression except by direct state interven- 
tion to promote and subsidize new in- 
vestment.” 

Another very significant recognition 
of the occasional necessity for an artifi- 
cial stimulation of economic activities, 
has been the recent action of the Ger- 
man government in offering cash bonuses 





* April Supplement, Harvard Business Re- 
view. 


* Atlantic Monthly, May, 1932. 








at the rate of 400 gold marks (nearly 
$100) per annum for each additional 
worker given employment. This expan- 
sion of the basic idea makes the bonuses 
apply to the production of goods for 
current consumption as well as to new 
construction and other new capital in- 
vestments. The necessary funds are to 
be supplied through a special temporary 
form of credit inflation. The German 
plan is combined with the very ingenious 
provision that each employer who in- 
creases his force of workers shall be 
permitted to make certain reductions in 
the wage rates now specified by law, 
thus adding a further incentive toward 
the expansion of activities. 

In general, there has been little criti- 
cism of the economic theory involved in 
the preceding suggestions. Any eco- 
nomic system involves a constant or only 
slowly changing occupational balance 
between those who work on new con 
struction and the production of new 
capital goods, and those who produce 
articles for current consumption. Re- 
gardless of any other factors that may 
operate to bring about or accentuate a 
depression, the final revival can come 
only when this balance is effectively re- 
stored. The exact distribution of work- 
ers after revival may be somewhat dif- 
ferent from that before depression, but 
there is no possibility of a sudden or 
large scale shift of construction workers 
to employment in the production of 
goods for current consumption. 

This impracticability of sudden large 
scale shifts in the character of employ- 
ment is a matter of common observation 
as well as of basic economic theory, and 
is responsible for the growing realiza- 
tion that, whatever temporary relief 
may be found in other directions, any 
fundamental recovery must come 
through the revival of private new capi 
tal enterprise. 


EMERGENCY RELIEF AND LONG TERM 
STABILIZATION 


The specific proposal made by the 
writer has possible applications both for 
emergency relief in the present depres’ 
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sion, and as a measure of long term 
economic stabilization. 

As applied to emergency relief, sub- 
sidies in a total amount of, perhaps, one 
billion dollars would be authorized by 
Congress to be awarded, over a twelve- 
month period, to local governmental 
units, corporations and individuals for 
private or self-liquidating public con- 
struction, or other new capital opera- 
tions, involving added pay rolls and pur- 
chases of materials. 

The requisite funds for the bonus 
payments would be raised by temporary 
Federal borrowings, to be paid off in 
due course from the proceeds of a 
special sales tax, or equivalent, assessed 
for the purpose. Luxury taxes and 
added income super-taxes should be 
avoided in this connection. Economic 
recovery depends in large part on the 
revival of the luxury trades, and exces- 
sive income super-taxes would operate 
directly to restrict the desired new 
capital activities. 

Questions of priority in the awards of 


subsidies would be determined by com- 


petitive bidding. No specific percent- 
ages of subsidy would be paid, except 
possibly for the fixing of maximum lim- 
its. In place of this, the total amount 
to be awarded each month as subsidies 
would be determined, and advertised. 
Bids would then be accepted first from 
those requiring minimum percentages of 
subsidies and then, in order of lowness 
of bids, until the monthly allotment had 
been exhausted. Under this procedure 
the total of subsidies awarded would be 
a fixed amount for each particular 
month, while the value of new work 
corresponding to each dollar of subsidy 
would vary from month to month with 
variations in the average percentages of 
subsidy required by accepted bids. 

The desire for a localization of bene- 
fits might be met by apportioning each 
monthly total of subsidies among the 
several Federal Reserve districts in pro- 
portion to the actual or estimated re- 
ceipts in each district from the special 
— assessed for the purposes of the 
plan. 


323 


The classes of new and reconstruction 
work open to subsidies should be made 
as inclusive as possible, subject only to 
the requirement that they must be de- 
finable with accuracy and must lend 
themselves to satisfactory auditing. A 
considerable amount of administrative 
leeway should be left in this respect, and 
it is to be expected that the scope of 
the plan would be broadened from 
month to month as experience accumu- 
lated. For simplicity in auditing, the 
subsidies should be paid, in any case, 
only as percentages of actual disburse- 
ments for pay rolls and materials. 

Certain preferences in the bidding 
might be given to reconstruction opera- 
tions as a class, including, in particular, 
the rebuilding of slum areas, as well as 
to other works invested with a public 
interest, such as the elimination of grade 
crossings, the building of hospitals, etc. 
For example, works in the preferred 
classes requesting 15 per cent. subsidies 
might be put on equality in the bidding 
with other works requiring 10 per cent. 
bonuses. 


ADMINISTRATION OF THE PLAN 


The immediate administration of the 
plan might conveniently be in the hands 
of special district committees appointed 
by the President and quartered at the 
several Federal Reserve banks. In prac- 
tical operation each committee, on or 
about the first of the month, would ad- 
vertise for bids for the initiation of new 
and reconstruction operations, and 
would state the total of subsidies to be 
awarded in that particular district for 
the month in question, and the classes of 
work for which bonuses would be paid. 
Tenders would be received only through 
local banks and financial institutions, 
with the certificates of such institutions 
that they believed the bids to be made in 
good faith and that the bidders should 
be able to arrange the necessary financ- 
ing. 

The functions of the district commit- 
tees would be relatively simple. They 
would pass on the tenders, as to com- 
pliance with the specified requirements, 
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and would accept the lowest group of 
bids up to the total amount available 
for award, choosing by lot, if necessary, 
among the higher bids in order to com- 
plete the quota. Actual payments would 
be made only on receipt of sworn state- 
ments as to completed disbursements for 
materials and labor, which statements 
might conveniently be audited and cer- 
tified by the auditors of the Bureau of 
Internal Revenue. 


OBJECTIONS TO THE PLAN 


With respect to the preceding pro- 
posal, the objections raised to date have 
dealt primarily with practical points, 
since there has been little question as to 
the power of the plan to produce results. 

The major objection has been that we 
are now very generally overbuilt along 
all lines. To this the most direct answer 
is that a ninety-day continuation of the 
depression at present levels will cause 
losses to the owners of existing property 
far greater than could possibly result 
from the addition of, perhaps, five bil- 
lions of dollars of new property to the 
two hundred billions of dollars of pro- 
ductive property now existing in the 
United States. Furthermore, it is not 
probable that bidders for the subsidies 
would be able to negotiate mortgage 
loans or other new financing for addi- 
tions to obviously overbuilt situations. 
And, finally, the steady accumulation of 
deferred replacements and maintenance 
has created an opportunity for necessary 
immediate expenditures which alone run 
into very large figures. Back of all these 
considerations lies, however, the more 
fundamental fact that the greater part of 
our overbuilding is apparent rather than 
real and would vanish very rapidly with 
a return of normal business and em- 
ployment. 

In addition to the preceding, a more 
general objection has been with regard 
to the demoralization and fraud that 
might result from any widespread 
scheme of subsidies. Such possibilities 
undoubtedly exist. However, there 
should be no difficulty in securing the 
services of committees of unquestioned 
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integrity for the simple decisions re- 
quired in the administration of the plan, 
There is no reason why there should 
not be full publicity as to all awards 
and payments, and the checking of pay 
rolls and vouchers for materials is the 
simplest of auditing operations. Further- 
more, the word “subsidy” has the great 
advantage of carrying a hateful sound. 
It will demand and require a degree of 
watchfulness that is much less apt to be 
applied to programs of public works or 
to widespread credit advances. The 
ultimate settling of Shipping Board 
problems may furnish convincing evi- 
dence that it is often better to face 
squarely the needs for subsidies than it 
is to evade the issue and obtain the same 
results by indirection. 


SERIOUSNESS OF OUR PRESENT SITUATION 


The problem goes much deeper than 
any questions of difficulty in administra- 
tion. We shall be fortunate if the steps 
already taken prove to be sufficient to 
meet the necessities of our present 
emergency, and if we may await the re- 
sults of the German experiment before 
formulating our own plans for future 
needs. But it seems clear that our in- 
creasing productivity carries with it an 
increasing sensitiveness to economic dis- 
turbances. Each increase in the pro- 
portion of our activities devoted to the 
production of luxuries and semi-luxuries 
increases the possible extent of a decline 
in employment from normal levels. Dif- 
ferences in degree may, in fact, become 
differences in kind, and the type of de- 
pression that in our earlier years may 
have served mainly as a necessary and 
useful corrective for previous economic 
excesses, may now, with the progress of 
economic evolution, have become an in 
tolerable threat to the stability of our 
whole economic order. 

For the moment, we may take assur’ 
ance. If the spring revival of 1933 
does not carry through to a sustained 
business recovery, we may count with 
all reasonable certainty on the necessary 
additional stimulants being applied to 
private enterprise. It is inconceivable 
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that we shall so far fail, politically or 
economically, as to permit a further 
period of stagnation to set in. 
Nevertheless, whatever temporary ex- 
pedients may serve our immediate pur- 
poses, there is no escape from the ulti- 
mate problem. The present depression 
may be abnormal and of a type that 
should not repeat itself in a generation. 
But the evidence seems clear that there 
is year by year an increasing threat of 
such cumulating crises, and that our ex- 
isting economic machinery offers no 
effective opposition to their develop- 
ment. Our system of economic indi- 


vidualism has not failed, but the time 
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has come for it to develop its collective 
safeguards against periodic breakdowns. 
To this necessity our “naturalistic” 
economists—our fanatical believers in 
“laissez faire’—should yield as grace- 
fully and as helpfully as they can. They 
might as well contend that the indi- 
vidual should not learn to swim because 
it is his nature to give the three tradi- 
tional gurgles and drown, as to hold 
that there should be no systematic con- 
trol developed for business depressions. 
Human intelligence, is, after all, an evo- 
lutionary development and may be ap- 
plied to economic problems without any 
fundamental violation of natural law. 


September Bank Stock Market Higher 


AFTER establishing a new high record for 
1932 in early September, New York City 
bank stocks turned downward up to the 
middle of the month. From then on, Hoit, 
Rose & Troster report, most of the leading 
issues recovered a good proportion of their 
gains and on the average closed 10 per cent. 
above the month's lows. 


New 1932 High Month's Low 

Sept. 7th 

144 64 

Brongn, UCUSt a. 6.5. -o:cieceiere sie ccces 205 


Central Hanover 
Chase 
Continental 
Chemical 

City 

Commercial 
Corn Exchange 
Empire 

First 


RMR ser onsccarn er suatolatolessriretgirs : 


Irving 

Manhattan 

Manufacturers Trust 

a a CS er 
Public 


The Hoit, Rose & Troster weighted average 
of 17 bank stocks established a new 1932 
high of 70.76 on September 7. The average 
then eased off to month’s low of 58.38 on 
September 14 but rallied and closed Septem- 
ber: 30 at 64.28. 

Based on closing bid prices the month's 
range follows: 


Close 
Sept. 30th 
674 
200 
148 


Sept. 14th 


190 
136 


48 38 42 


18} 19§ 
384 393 
464 54 
166 176 
65 714 
264 284 
1600 
297 
234 
334 
293 
954 
30 


58.38 





Banks 2 


and the Savings and Loan Companies 
A COMMERCIAL BANKER’S REPLY 


In the September number we re- 
printed from the Savings & Loan Jour- 
nal a letter from a building and loan 
banker to a commercial bank in which 
the former aired his grievances and 
criticized his banker for failure to ex- 
tend to him the full line of credit to 
which he thought he was entitled. 

Hy. W. Sanders, cashier of the First 
National Trust and Savings Bank, 


Santa Barbara, California, suggests the 
following reply as being appropriate. 
We publish it as being a fair presenta- 
tion of the commercial banker’s view- 
point: 


Your letter of the has been very 
carefully studied by my associates and my- 
self, but we do not feel that any very con- 
vincing reason has been given for a change 
in this bank’s decision to require security 
for advances to your organization. Your 
letter does little more than to emphasize the 
essentially different viewpoints of commer- 
cial banking and investment credit. 

You say “what is the use of our carry- 
ing a balance in banks, losing money on the 
arrangement, but charging it to the cost of 
maintaining credit lines, when, once a year, 
when we need the credit it is not available 
in proper amount, nor under proper con- 
ditions.” It is clear that the point at issue 
here is as to what are “proper” conditions. 
The mere fact that balances have been 
carried in the past, satisfactory though they 
may have been, does not of itself carry any 
vested right to demand loans at any time, 
or in such amounts as you may determine 
on the basis of a 15 per cent. carrying bal- 
ance. It was of your own volition that 
you carried cash balances while funds were 
awaiting investment in the long-term mort- 
gages for which the money was destined. 


You could have put the money into gov- 
ernment bonds if you were content to take 
the risk of market fluctuations, and if you 
had done so, you would have had good 
collateral for loans at any time. Such an 
action would not have hurt your credit 
standing with us, though it might have 
caused us to insist on service charges ade- 
quate to cover the expense of clearing and 
paying your checks, etc. 

In your fourth paragraph yousay “. . . 
one of the principal reasons for the delay 
in paying notes on the part of a few 
building and ‘loan associations has been the 
activities of big banks in selling securities 
‘ which have drained the perfectly good 
savings of the people in our type of in 
stitution.” Our view is exactly the con- 
trary: it is the building and loan associa: 
tions that have drained the perfectly good 
savings from many banks by offering 6 per 
cent. interest, and (verbally) assuring the 
public that the money would be forthcom- 
ing on demand. The bond-selling of which 
you complain was done several years ago at 
a time when the building and loan associa- 
tions were growing by leaps and bounds. 

The “arrangements” for credit to which 
you refer several times in your letter exist 
only in your own mind. This bank has 
never been a party to any such commit- 
ments or understandings as you assume to 
exist. Each credit application must be 
treated as a separate problem and under 
present economic conditions we must be 
guided by possible or probable demands by 
our depositors. Your reference to the un- 
happy banking failures of late, as compared 
with building and loan associations, only 
serves once more to emphasize the difference 
between the two types of organization. You 
have the right to restrict withdrawals to 
half of your net collections. ‘We must be 
prepared to meet withdrawals on demand 
and without condition, and this bank is 
going to be kept liquid no matter whose 
feelings may be hurt. 





What American Bankers Have 
Learned from the Depression 


By WILLIAM Hayes 


in the volume of business betoken 

the end of the long depression. 
People all over the world are becoming 
more hopeful. The news on the Rialto 
is more cheerful. May the great god, 
Mammon, preserve us from another dis- 
appointment. 

If the recovery has begun, now is the 
time to stop and look back over the road 
we have traveled for three years. Be- 
tore we leave the Depression Days en- 
tirely behind, it behooves us to review 
them, and sum up their lessons. I saw 


Riis: prices and a slight expansion 


a signboard the other day with this re- 
mark which struck me as profoundly 
true, “If the depression has brought you 
only losses without lessons, then you are 


to be pitied.” The road behind is strewn 
with the wrecks of failed banks. Why? 
Partly because of business conditions, of 
course. But business conditions do not 
explain why some banks in a community 
fail, while others remain open. Adverse 
business conditions do cause banks to 
close their doors, but only when these 
banks have been placed in a vulnerable 
position by unwise policies. 

During the “New Era” it seemed for 
a time as if the old banking virtues were 
no longer important. Prudence, economy, 
attention to business, caution were less 
rewarded than speculation, lavish dis- 
play, watching the ticker, and extrava- 
gant promises. It is no wonder that 
many banks and bankers were among 
those seduced from the straight and nar- 
row path of sound business. 

In other words, few of the lessons of 
the depression can be chalked up as new. 
For the most part they are rediscoveries 
of the validity of the old principles of 
sound banking. 

Take, for example, one of the oldest 
Principles of the profession—the provi- 
sion of adequate reserves of cash or its 


equivalent. Every commercial banker 
knows that his deposits can and may be 
withdrawn at any time. He knows that 
he must keep some of his assets in cash, 
to meet such demands. This fact is 
recognized in banking law everywhere, 
in the setting up of minimum reserve re- 
quirements. 

But it is not enough to keep actual 
working reserves at the minimum level 
permitted by law. Good management 
requires that a certain margin be pro- 
vided, to meet unforeseen contingencies. 
This is Lesson Number One which has 
been hammered home with telling force 
by the experiences of the depression. 

When prosperity was at its height, 
even the minimum reserves looked ex- 
cessive. There seemed to be no chance, 
with confidence so widespread, that they 
would be needed. Besides, interest rates 
were high and it seemed a shame to keep 
funds idle. Too many banks, alas, 
didn’t. And then, when prosperity be- 
gan to slide into depression, they found 
it impossible to build up liquid funds 
without incurring losses. Deposits were 
declining, many commercial and security 
loans were frozen, and securities had de- 
preciated below the purchase price. And 
so they have worried along, borrowing 
from their correspondents if they could, 
from the Federal Reserve Banks, from 
the Reconstruction Finance Corpora- 
tion, and hoping conditions would im- 
prove. 

I talked, the other day, with a man 
in a firm whose business has been, for a 
number of years, the advising of banks 
on their investments. He says that even 
now their most difficult problem is to 
induce bank clients to put themselves in 
a liquid position. The banks shrink 
from the heavy losses they would have 
to assume in doing so. These might have 
been averted, had the banks kept liquid 
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during the prosperity period, as they 
should have. Like a sickness that is 
neglected, they have now reached the 
stage where remedial measures will not 
avail; an operation is the only thing 
that will give the patient a chance to 
recover. 


PREFER SELF-LIQUIDATING LOANS 


Lesson Number Two is like unto 
Number One in that it deals with keep- 
ing funds liquid. It, also, is one of the 
ancient banking principles—that the 
bulk of the secondary reserve should be 
in self-liquidating loans. Only thus can 
the bank be assured that its secondary 
reserve will be available for use when 
needed. For then, if the bank happens 
to need money quickly before the loan 
matures, the paper can be rediscounted. 

But, having little need for redis- 
counting while prosperity continued, 
there was a tendency to forget this old 
rule. To an increasing extent in the 


last ten years, banks have put their sec- 


ondary reserves into security loans, 
either to brokers (through the call loan 
market) or to their own customers. I 
learned, only recently, of a successful 
insurance business which was refused in 
1929 the financing necessary to absorb a 
competitor, solely because the local bank 
could get a better rate on its funds in 
the call loan market. That this is typ- 
ical can easily be demonstrated by an 
examination of the figures for reporting 
member banks in the Federal Reserve 
System. At the end of January, 1923, 
they had loans on securities totaling 
around $4,108,000,000, which consti- 
tuted 35.7 per cent. of their total loans 
of $11,504,000,000. By October, 1929, 
when the stock market boom ended, 
security loans had more than doubled, 
and stood at $9,179,000,000, or more 
than 48.5 per cent. of the total loans of 
$18,934,000,000. By January, 1932, 
the figure had been somewhat reduced, 
and security loans were $5,574,000,000, 
or 43 per cent. of total loans of $12,- 
835,000,000. At the end of August, 
1932 (the latest figures available when 
this was written) security loans were 


$4,512,000,000, or 41.8 per cent. of 
total loans of $10,796,000,000. 

It is true that during this period, it 
was a difficult task to find enough good 
commercial paper to go around. Con 
ditions of doing business underwent a 
considerable change, large enterprises 
growing up which financed even work- 
ing capital requirements through the sale 
of securities in an eager market. But 
to some extent, at least, the banks un- 
consciously aided in this process. As 
they made more and more funds avail: 
able for security loans, it became easier 
and easier to sell securities, and more 
and more corporations got their funds 
that way instead of through commercial 
loans and acceptances. 

It will be a long time before banks fall 
into this error again. The experience 
with security loans has been sobering. 
They have been and still are a frequent 
source of difficulty and loss. Since they 
are in no sense self-liquidating unless 
security prices continually advance, 
when the market began to decline they 
promptly froze. The banks holding 
them were in an unpleasant dilemma. 
Were they to insist on the maintenance 
of an adequate margin, they virtually 
forced sales, and thus lost good will. 
Were they lenient, they soon found 
themselves with under-collateraled loans. 


BE FAIR, BUT NOT TOO LENIENT WITH 
BORROWERS 


Most banks, alas, followed the latter 
policy. They were eager, too eager, to 
“take care” of their borrowers. When 
margins became impaired, they carried 
customers for a time without margin. 
As the security markets continued their 
decline, the value of the collateral finally 
shrank to less than the face of the loan. 
Meantime came dull business, wage 
cuts, short time, reducing incomes, s0 
that it was not possible to pay off these 
loans out of earnings. I heard of an 
extreme case, in a bank in Western 
Pennsylvania, where the bank finally 
asked for $9000 additional margin on a 
loan which was originally well covered, 
and never amounted to more than 
$16,000. 
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Thus bankers have learned Lesson 
Number Three—that it is a thankless 
task, and poor business besides, to be 
easy on borrowers. Most of the people 
now owing on collateral loans will 
readily admit they would be much better 
off had their banks insisted that the col- 
lateral be sold as soon as the margin 
became impaired. How far individuals 
will go in placing the blame for this 
situation on bankers is illustrated by one 
man who was finally sold out by his 
bank, at a considerable loss to both. “It’s 
your own fault,” he said angrily, “I told 
you I was going to buy X stock with 
the money. You bankers are on the in- 
side and should have known that it was 
going down in price. You shouldn’t have 
loaned me the money.” 


DON’T SPECULATE WITH INVESTMENTS 


The subhead above is a play on words. 
For investment is the opposite of specu- 
lation, consequently it is impossible to 
speculate and invest at the same time. 


Nevertheless, such is the confusion of 
mind generated by prosperity that many 
banks have tried to do just that. Their 
investment account is intended to be a 
place where surplus funds are placed to 
earn a return. Yet they have made it 
into an instrument for making profits. 
They have taken their eyes off return 
and fixed them on the possibility of price 
appreciation—or they have concentrated 
on return so intensely as to forget the 
necessity for safety. Now the possi- 
bilities of price appreciation (which is a 
kinder name for speculative possibilities) 
are found only where there is risk to be 
assumed. Naturally there must be a 
chance of profit to compensate for the 
risk of loss. But banks have no right to 
assume such risks with the funds of their 
depositors. And whenever they have 
done so in this depression they have 
lived to regret it. The banker's job must 
continue to be that of avoiding losses 
rather than seeking profits on invest- 
ments. 

It is the same with high yields. They 
are offered in lieu of safety. One never 
finds a high grade bond which is also a 
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high yield issue. The search for high 
yields has always meant dropping into 
an inferior grade of investments which 
has brought anxiety if not loss in its 
train. 

Whence Lesson Number Four—that 
the requisites for a good bank invest- 
ment are: first, safety; second, liquidity 
or marketability; and third, fair return. 
Price appreciation, if it comes, must be 
a by-product of these three; it should 
never have a voice in influencing the 
original purchase. 

Bond salesmen can be blamed for 
some of the attention paid to apprecia- 
tion in recent years. Always one of the 
most effective selling forces, its power 
was redoubled in a market in which 
every security was advancing rapidly. 
The bond houses, then, have only them- 
selves to blame if bankers put down, as 
Lesson Number Five—always buy 
bonds; never be sold them. The idea 
that any -investment house can properly 
be both advisor and merchant has been 
thoroughly exploded. All one needs to 
do to confirm this is look over the offer- 
ing circular of any retail distributor any 
time in 1929, 1930, or 1931, and com- 
pare the status and prices of the bonds 
with those same issues today. 

It will be a long time, too, I suspect, 
before banks can again be stampeded 
into buying bonds with the argument 
that “there are only a few more left.” 
After all, even if all the bonds of that 
particular issue are sold before the bank 
satisfies itself as to its safety and other 
qualifications, there are always other 
satisfactory issues to be had. Haste 
makes waste in bond investments as 
elsewhere. 

Every investment a bank makes 
should be preceded by a careful investi- 
gation, and should be subjected to a 
periodical review thereafter, to see that 
its quality is not deteriorating with 
changes in business conditions or 
changes in industrial methods. If the 
bank has no one on its staff who is quali- 
fied to make such an investigation (and 
we might as well admit that many banks 
have not) it will pay it to get the advice 
of an investment counsel. None of the 
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investment counsel firms is moved by 
the desire to have the bank buy any 
particular issue. If the advice offered 
is limited to passing on the investment 
merit of the issue, such firms can render 
genuine service. Whether the bond 
will go up in price, neither an invest- 
ment counsel or anyone else can tell 
with any certainty. Nor does the bank 
need to know this. If the issue is safe 
and gives a fair return, that is enough. 

Lesson Number Six—don’t be afraid 
to take losses. Even the most careful 
buyer of bonds and the most skilful in- 
vestment counsel will sometimes make 
a mistake. Good investment judgment 
cannot foresee revolutionary changes in 
industry, such as the way the radio al- 
most destroyed the phonograph business. 
Usually such mistakes and such changes 
are discovered before it is too late to 
escape with a moderate depreciation. 
But there is a human and understand- 
able reluctance on the part of banks as 
well as individuals, to take a loss on an 
investment. Hope springs eternal that 
one may be able to “get out at a better 
price.” But that reluctance to sell is on 
the way to being overcome by the disas- 
trous experiences with holding-a-little- 
longer during the last three years. In 
the future wise policy will dictate that 
as soon as a bond is found unworthy of 
longer inclusion in the investment ac- 
count it should be sold. And certainly 
there should be no more of that greatest 
of investment  fallacies—‘averaging 
down” by buying more of a security 
which has declined in price. I know of 
no single practice which has caused 
more loss. 


RELY ON SKILLED JUDGMENT 


In the management of the investments 
of others (through trust departments) 
banks have also learned their lesson. 
Estates often come to them with the 
power to hold or sell the securities, at 
discretion. Some of these securities are 
“border line” cases—where the issue is 
admittedly of a speculative tinge, but 
where good arguments can be found for 
either retention or sale. The trust de- 
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partment, if left to itself, would prob- 
ably sell the security, so as to place the 
money in an investment where there is 
no uncertainty. 

But such securities are almost invari- 
ably of the type which give a high re- 
turn, so that the parties interested in 
the estate, when consulted, have pro- 
tested against their sale. Sometimes 
they have depreciated in price, which 
furnished an additional reason for hold- 
ing them, in the minds of the beneficia- 
ries. Where trust departments have 
been influenced by the wishes of the 
parties in interest (and they have, many 
times) they have since had cause to re- 
gret it. It is only reasonable to expect, 
therefore, that most trust departments 
have learned Lesson Number Seven—to 
act on their own best judgment, based 
on careful investigation and advice, in 
holding or selling securities of an estate, 
and to consult the parties interested as 
little as possible on this point. 

This need not mean complete disre- 
gard of the beneficiaries. It means that 
every attempt must be made to keep 
them satisfied otherwise, by explaining 
the situation. It means, also, that, while 
the good will of the life tenants must 
be kept, it must not necessarily be at the 
expense of the remainderman. There is 
a middle ground, fair to both, which can 
be found, and Lesson Number Eight has 
been the necessity of searching for this. 
Prior to the depression trust departments 
found it possible to increase incomes for 
life tenants without too much difficulty. 
But there are signs now that this may 
have been done at the expense of the 
remainderman. Real estate mortgages 
brought up the average yield rapidly, 
but, with the recent wholesale deprecia- 
tion in real estate values, it is possible 
that there may be losses yet to come 
from such. 


MORTGAGES MUST BE AMORTIZED 


In this field of mortgages, incidentally, 
is where Lesson Number Nine has been 
learned—that all mortgages should be 
amortized. No longer will it be sufh- 
cient for the mortgagor to pay his in- 
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terest regularly; he must also gradually 
reduce the principal and thus increase 
his equity in the property. Only thus 
can the bank be afforded an increasing 
measure of protection and a cushion 
against the depreciation in property 
values which comes with every depres- 
sion. Only thus can it be assured that 
the mortgagor will make a real effort to 
keep up the payments when times be- 
come difficult. Insistence on this rule 
will probably mean less mortgages for 
banks to hold, but it should do much to 
improve the quality of those held, and 
bring them more within the category of 
banking assets. 

In New York and the other larger 
cities, bankers are learning Lesson Num- 
ber Ten—that it is possible to pay too 
dearly for new business. By this I do 
not mean that they are paying too high 
a rate on their deposits, for the larger 
cities have solved this problem. Rather, 
I refer to the “new business depart- 
ments,” shrunken to a shadow of their 
former selves, and to the other uneco- 


nomic means of getting business—influ- 


ential connections. There is a tendency 
to question the necessity of some officers 
who draw large salaries mainly because 
of their “contacts.” English bankers who 
visit New York are repeatedly surprised 
to find men in high banking positions 
(usually vice-presidents) who have very 
little knowledge of banking technique, 
but who hold their positions because of 
their pleasing personality and their 
ability to attract business. 

Those in charge are also beginning to 
wonder if the bank would not get as 
much profit if a man skilled in banking 
technique were to replace the “glad 
hander.” They wonder whether better 
service and better banking would not 
attract, in the long run, as much profit- 
able business as a pleasing personality. 
In these days of economy it seems a 
waste to have a man drawing a salary 
who spends the larger part of his day 
watching the stock market and talking 
over the phone with his broker. De- 
pression has made more apparent the 
need of men who will attend to the 
work of the bank. 
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The “country banks,” as they are 
classified under the Federal Reserve Act, 
have learned Lesson Number Eleven— 
that local pride can become a vice. They 
are always under the obligation to keep 
the good will of the people of the com- 
munity, for it is with them, primarily, 
that the banks in the smaller localities 
must deal. Add to this the enthusiasm 
of one of the greatest business booms 
in American history, and it is easy to 
understand why the banks were anxious 
to finance the local safety pin company, 
the local watch factory, the local silk 
mill, even to the extent of providing 
some of the fixed capital. It is easy to 
understand why they wanted to help 
out real estate ventures which would 
justify the chamber of commerce’s invi- 
tation to “watch us grow.” They en 
couraged industries to “come to Squee- 
dunk,” by their support. Oftentimes 
they took mortgages on the business 
properties to help them along. And in 
so doing they got some of their funds so 
tightly wedged into local enterprises that 
they have virtually become partners in 
stead of creditors, and the funds cannot 
be extracted for many a year. It may 
be true that they have thus promoted 
the rapid development of the country, 
but at what a fearful cost to themselves 
and their depositors! 

All over the United States they have 
learned Lesson Number Twelve—that 
banking gadgets are of doubtful value. 
The flourishing business of buying rail 
road tickets, reserving hotel rooms, ad: 
vising what shows to see, distributing 
Christmas baskets to needy, collection of 
subscriptions for charitable purposes, 
and generally acting as guide, philoso 
pher and friend to customers and the 
community is now being rapidly aban 
doned. All of these things attract some 
attention to the bank and create a cer’ 
tain amount of good will, but they are 
expensive. In fact, there is no evidence 
to disprove the statement that their cost 
is out of all proportion to the benefits 
they produce for the bank. 

For a bank is not like a department 
store. Once customers are induced to 
enter the store, they can be tempted to 
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buy this or that article by displays of 
attractive merchandise, with price tags 
to show the savings. But a bank has no 
merchandise to display. How is it to 
display its services? It cannot do it, any 
more than a doctor can make a display 
of his ability to help sick people. 

The old professional resemblance of 
the bank to the doctor has been almost 
completely forgotten. That is too bad, 
for there is much more similarity be- 
tween the two than there is between 
banks and department stores. A store is 
a business—its main aim is to sell goods 
and make profits. Naturally it tries also 
to be of service to the community as 
well, but that is subsidiary. 

In the professions (among which 
banking must still be ranked), the order 
is reversed. There the chief aim is to 
serve the community. The professional 
man and the bank must make a living or 
cover expenses by the service they ren- 
der, but beyond that, profit is secondary. 
One of the saddening experiences of the 
period of prosperity was to see so many 
bankers forget their professional duties, 
and joyously pursue profits with little 
thought of the safety of depositors. It 
was the scramble for profits which was 
at the bottom of all the departures from 
sound practices outlined above. They 
can all be summed up in the Great Les- 
son of the depression—SOUND PRIN- 
CIPLES NEVER CHANGE. It has 
ever been one of the fundamentals of 
banking that the protection of the de- 
positor should be the banker’s first con- 
sideration. If the depression has brought 
this home once again to the banking 
lraternity, it has in a small measure 
compensated for the painful losses. 

Finally, to make a baker's dozen, 
bankers have learned Lesson Number 
Thirteen, which all the rest of us have 
also learned—that life is a process of 
continual change, hence that no given 
state of business is ever permanent. 
Thus while principles do not change, 
policies must be changed, as conditions 
change. To keep abreast of develop- 
ments requires continual study, not only 
of general business, but of banking 


technique. 
trate this. 

For many years all deposits were con- 
sidered desirable. Then the technique 
of analyzing accounts was devised, and 
many deposit accounts were found to be 
losing money for the bank. But it has 
taken more than a decade to spread the 
gospel of account analysis over the bank- 
ing community, and the job is not yet 
done. 

During the same period, business has 
revolutionized its methods of financing, 
reducing the demand for working capi- 
tal from banks. Banking has not yet 
come to grips with this problem and 
solved it. Instead the money was put 
into security loans, with what disastrous 
results we all know. More careful study 
by bankers of their own profession 
might have devised a means of checking 
the decline of desirable paper. Or they 
might have realized the dangers in secu- 
rity loans. Unless the condition changes, 
an acceptable substitute for the commer- 
cial loan is still to be found. 

Along the same line has been the im- 
perceptible change in the strategic posi- 
tion of the railroads of the country. I 
have it on good authority that a sur- 
prising proportion of the banks have 
suffered or are threatened with severe 
losses on their holdings of railroad 
bonds. Others have failed to realize 
the dangers inherent in many public 
utility holding companies, despite re- 
peated warnings by students of finance 
and corporation practices. As a result 
they are now carrying large blocks of 
depreciated holding company bonds. 

All this only emphasizes that banking, 
like other professions, is never learned 
once for all. Bank clerks must be con- 
stantly studying their profession, if they 
are to gain advancement. Officers no 
less must study, if they are to keep 
abreast of developments which affect the 
safety of their own bank as well as the 
banking system as a whole. And above 
all they must remember that banking is 
a high calling, a profession, in which 
service to the community should come 
first, and profits second. 


A few examples will illus- 
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move in the right direction but it 

was crude, as wwe have since 
learned. That is why we are interested 
in “measured service’ now. The 
“bracket system in measured service” is 
also a move in the right direction, but it 
perpetuates the same kind of crudeness 
prevailing in the $1.00 service charge. 
It seems to me that measured service, to 
be correct, should more nearly approach 
detailed analysis in the miniature. 

I have discussed balances and earnings 
with a large number of customers on the 
detailed analysis basis with nearly 100 
per cent. success, due largely to the fact 
that the method is accurate and logical. 
The bracket system of measure in my 
opinion is neither accurate nor logical, 
because it gives no consideration to the 
amount of balance within the range of 
the brackets. This does not seem to be 
serious when you consider it from the 
standpoint of averages, but its weakness 
lies in the fact that it will not stand up 
under careful examination. 

For instance, every $10.00 of net col- 
lected balance, allowing 15 per cent. 
reserve and 5 per cent. estimated earn- 
ings, earns 314 cents for the bank. 

Consider the following schedule: 


T= $1.00 service charge was a 


Monthly 
Average Balance Service Charge Free Checks 


Under $200 $1.00 10 
200 to 299 none 10 
300 to 399 none 20 
400 to 500 none 30 


Take $100 net collected balance. It 
brings in $1.00 service fee plus 35 cents 
in earnings or a total of $1.35 for which 
we allow 10 checks. 

The $199 balance brings in $1.00 
service fee plus 70 cents in earnings or 


a total of $1.70, for which we also allow 
10 checks. 

The $301 balance earns only $1.00 
but we allow 20 checks. 

The $500 balance earns $1.75, only 
five cents more than the $199 balance, 
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but we allow 30 checks, or three times 
as many. 

On the $100 balance, one check is 
allowed for each 1314, cents of income. 
On this same ratio we could only allow 
13 checks on the $500 balance. In other 
words we are allowing one check for 
each six cents of income on the $500 
balance, and one check for each 1314 
cents of income on the $100 balance. 

This condition presents a distinct 
handicap to the bank and an injustice 
to the customer, building up unneces- 
sary resistance which it is difficult for 
the bank to overcome. 
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Also it is easy for any customer to see 
that he only needs to carry the smallest 
possible balance to cover his checks as a 
$199 balance allows him no more activ- 
ity than a $5.00 balance, and the low 
balance is what he will aim for. 

Now it seems to me that with the 
problem we all have in the very large 
percentage of small accounts covering 
a very small percentage of total deposits, 
that it is desirable to offer an incentive 
to carry as large a balance as possible so 
as to build them up on to the higher 
level of balance rather than deliberately 
setting up a premium on the smallest 
possible balance. 

Here is a suggestion working up to a 
maximum of 30 checks for a $500 bal- 
ance. Under $200 allow 10 free checks 
plus one check for each full $25 of 
balance, so that a 


$50.00 
100.00 
150.00 
199.00 


balance 


would get 


This is a simple mental calculation 
after the balance is determined. Of 
course there is the cost of working the 
balance, but that is only a matter of four 
to five cents, which really isn’t much 
when you consider that it probably costs 
between 40 and 50 cents to work a de- 
tailed analysis sheet. Then again, when 
you get up into balances ranging from 
$300 to $500, many will cover such a 
range or will be so near to the limit that 
it will be necessary to figure them any- 
way in order to determine their bracket 
location. Thus the extra work involved 
in this accurate balance method will not 
prove to be as great as might at first be 
supposed. 

But in any event isn’t it worth it to 
“know your facts,” and to be able to 
award the customer an allowance of 
checks consistent with his balance and 
more in line with the income produced 
by his account? 

On balances above $200 allow one 
check for each full $20 of balance plus 
one check for each full $100 of balance. 
This also makes a simple mental calcu- 
lation, as shown in Table I on page 337. 


The schedules suggested mean that on 
balances below $200 one check is al. 
lowed for each 10 cents of income, and 
on those above $200 one check is al- 
lowed for each six cents of income. 

Doesn't it appeal to your sense of 
logic to approach this matter from the 
basis of income provided by varying 
balances and setting a graduated scale 
of check allowances consistent with 
these balances and the incomes produced 
by them? 

It seems to me that these schedules 
penalize the small account heavily 
enough, for when you stop to think 
that it takes a $300 balance to earn a 
dollar (and none of us call ‘this an in 
significant account), the service charge 
account with reasonable collection for 
excess checks, may be converted into just 
as desirable an account as the $300 


10 plus or 
1 0 - “ 
io “ 
io “ 


account. But in order to do this the 
method should be accurate and logical 
and if so, it will be mutually fair. 

This sliding scale of check allowances 
may seem complicated but in actual op- 
eration is simple and speedy. Detailed 
analysis properly applied is logical and 
accurate. Now is the opportune time 
to check the crudities of the $1.00 
service charge and not allow them to 
creep into the system of measured serw 
ice. 

The tendency to look with contempt 
on the service charge account is a mis 
take. We will always have them in 
large numbers in the suburban bank. 
We have always invited them, always 
encouraged them. Now that we have 
them let’s give them a fair deal in at 
tempting to make them profitable. 

Bear these facts in mind: 

lst—The service charge account with 
no measurable income outside the $1.00 
service fee produces just as much in’ 
come as the $300 balance. 

2nd—The $100 balance (with $1.00 
service fee) produces (within five cents) 
as much income as the $400 balance. 
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SUBURBAN BANKERS SCHEDULE 


BRACKET 


Allow 


10 
10 
20 
30 
*Including $1.00 


Income 


$1.35* 
1.70" 
1.00 
1.75 


Balance 


$100 
$199 
$301 
$500 


SYSTEM 


Ratio—1 check This Ratio on $500 
perincome of balance would be 
13 1/2¢ 13 checks 
17¢ 10 checks 
5¢ 35 checks 
5 2/3¢ 30 checks 
Service Charge 


NEW PROPOSAL 


Under $200.00 
Balance 
$50 
$100 
$150 
$199 


10 checks plus 
Income 
$1.18* 

1.39* 

1.33" 

1.70* 
*Including $1.00 


Above $200.00 
Balance 
$250 
$299 
$350 
$399 
$450 
$500 


Income 


$ .88 
1.05 
1.23 
1.40 
1.58 
| Pb 


3rd—The $199 balance (with $1.00 
service fee) produces (within five cents) 
as much income as the $500 balance. 

4th—Whether it is a $50 balance or 
a $5000 balance, collections for excess 
activity must be made to assure profit 
to the bank. In other words, measuring 
the activity is just as essential in the 
large account as in the small, and if 
proper collections are made the small 
account may be just as profitable pro- 
portionately as the larger account. 

The objective in applying measured 
service charges to the small accounts 
should not be to drive them out of the 
bank but to salvage them and make 
them profitable. To do this, however, 
the charges should be logical from the 
standpoint of balance and income pro- 


12 
15 
17 
20 
22 
25 


$250.00 
300.00 
350.00 fc = 
400.00 is - Ki 
450.00 a ™ 2 
500.00 ss: ii i 


balance would get 


1 each full $25.00 of Balance 
low Ratio—1 check per income of 
10 plus 2—12 10¢ 
10 plus 4—14 10¢ 
10 plus 6—16 10¢ 
10 plus 7—17 10¢ 
Service Charge 


1 check each full $20.00 plus 1 each full $100 of Balance 


llow 


plus 2—14 
15 plus 2—17 
17 plus 3—20 
20 plus 3—23 
22 plus 4—26 
25 plus 5—30 


Ratio—-1 check per income of 
12 


duced, offering a premium for a maxi- 
mum balance rather than an inducement 
to the customer to try to beat the bank 
by maintaining the lowest possible bal- 
ance required to cover his checks. 

The former method tends to develop 
a group working with the bank and 
bearing good will toward it. The latter 
develops a group working against the 
bank, and sadly lacking in good will. 

“Don’t force your customers—win 
them.” 

The accompanying tabulation con- 
trasts the bracket system with this pro- 
posal. Note in the bracket system how 
inconsistent the check allowances are 
with the income produced in the differ- 
ent brackets. 


checks plus 2 or 14 checks 


18 
20 
“ “ “ 24 
“ “ “ 96 
“ . 30 


“ o “ 


Table I. 





New Loop Bank for Chicago 


Tue City National Bank and Trust Company 
of Chicago opened for business on October 
6, assuming all of the deposit liabilities of the 
Central Republic Bank and Trust Company. 
Those depositors who are now customers of 
the latter bank will be served by the new bank 
in the quarters now occupied by Central 
Republic Bank and Trust Company, at 208 
South La Salle street. 

The City National Bank and Trust Com- 
pany is an entirely independent institution, 
organized to give individuals and firms com- 
plete banking service, and specializing in 
commercial, savings, checking-savings, and 
trust service. The new bank opens for busi- 
ness with paid-in capitalization of $4,000,000 
and a surplus of $1,000,000, provided by a 
syndicate formed for that purpose. It is 
organized under the National Banking Act, 
and will operate under the supervision of 
the Comptroller of Currency of the United 
States. 

According to bank officers, there will be 
no inconvenience to present customers. For 
the time being, they will be served by the 
same tellers at the same location as in the 
past. City National Bank will honor all 
checks drawn on the Central Republic Bank 
and Trust Company. Customers having 
checking accounts will continue to use the 
same check forms and pass books and these 
will be honored by the City National Bank. 
Savings depositors will continue to use the 
same forms for the time being. This arrange- 
ment makes unnecessary any special trips to 
the bank as the transfer of accounts is 
entirely automatic and requires no red tape. 

Administration of activities of the bank 
will be supervised by the following board of 
directors, including Charles G. Dawes, chair- 
man, and Philip R. Clarke, president, and 
containing quite a number of business and 
civic leaders not previously associated with 
Central Republic Bank and Trust Company: 

Donald S. Boynton, Pickands, Mather @ 
Company; Henry M. Dawes, president, The 
Pure Oil Co.; Charles S. Dewey, vice-presi- 
dent, Colgate-Palmolive-Peet Co.; George B. 
Dryden, president, Dryden Rubber Co:; 
George F. Getz, chairman of the board, Globe 
Coal Co.; John Goodridge, Willing Estate; 
Charles B. Goodspeed, manufacturer; Harry 
B. Hurd, Messrs. Pam & Hurd; James S. 
Kemper, president, Lumbermen’s Mutual 
Casualty Co.; Frank Knox, publisher, Chicago 
Daily News; Theodore W. Robinson, manu- 
facturer; Elisha Walker, capitalist; Rawleigh 
Warner, vice-president and treasurer, The 
Pure Oil Co.; Robert E. Wood, president, 
Sears, Roebuck & Co. 

Chicago bankers feel that the new bank, 
with its position of extreme liquidity, launches 
forth under unusually favorable conditions 
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and at a time when indications point to 
improvement in general business conditions, 

Central Republic Bank and Trust Company 
withdraws from the strictly banking phases 
of its operations by the transfer of all of its 
deposits to the City National Bank and Trust 
Company. 

The following official statement was issued: 

“The readjustment of the affairs of Central 
Republic was dictated by sound business 
principles. The nationwide decline in bank 
deposits which reached a peak last June, 
resulted in heavy withdrawals from Central 
Republic, so that it was necessary to borrow 
a substantial sum of money. While this 
restored the favorable cash position of the 
bank, it imposed a severe burden in the form 
of interest on the money borrowed. 

“Drastic reductions had been made in 
overhead and salaries but the shrinkage in 
earning assets due to declining deposits was 
making it increasingly difficult to meet fixed 
rental obligations and other charges. When 
the cost of borrowed money was added to the 
other operating expense, the continuation of 
Central Republic Bank and Trust Company 
without some plan of readjustment could only 
have the effect of a steady impairment of 
its assets. : 

“The problem of how to remedy this un 
economic condition has for the past two 
months had the constant attention of Central's 
board of directors. Every effort was made 
to devise a plan that would retain intact the 
business of the bank. A careful analysis, 
however, of all of the factors involved and 
particularly the high fixed rental charges, 
made it apparent that continued operating 
losses were inescapable and could only result 
ultimately in forced liquidation. This would 
have meant a sacrifice of the bank’s assets. 

“Therefore it was finally concluded that 
the Central Republic Bank and Trust Com: 
pany could only be enabled to remain in 
existence by divesting itself of its deposits 
and having them assumed by an outside and 
distinct institution. 

“In the process Central Republic was able 
to adjust many of its heavy fixed charges 
on a more reasonable basis. By thus per’ 
mitting the continuation of operation there is 
opportunity for realization of its assets to be 
made carefully during a prospective period 
of business recovery.” 

City National Bank will take over only the 
commercial, savings, and  checking-savings 
departments of the Central Republic Bank. 

The most important changes in administra’ 
tive personnel occurring in Central Republic 
recently were the resignation of General 
Dawes as chairman of the board and Philip 
R. Clarke as president. The directors 
elected Joseph E. Otis to fill both vacancies. 





—_—~— SNS FEV oe OO Oe 


Occupation and Credit 


How Much Does the Factor of Occupation Count in Determin- 
ing the Risk in Granting Individual Credit 


By PauL D. CONVERSE 
Professor, Business Organization and Operation, University of Illinois 


many things about applicants for 

credit. He would like to know all 
about the applicant’s personality—his 
honesty, habits, age, health, marital 
state, dependability, industry, his family 
obligations, the frugality or extrava- 
gance of the applicant and his family, 
and his personal and business respon- 
sibilities. He would like to know about 
his capital and ownership of property. 
He would like to know about his in- 
come. Is it assured? Is his position or 
business steady? What of the appli- 
cant’s ability? Is he likely to increase 
his income or has he reached his maxi- 
mum earnings? 

The credit manager does not have all 
of this information. He must often 
make inferences from known facts. 
Thus occupation, nationality, age, health, 
place of residence, scale of living, and 
family are important. Occupation is 
very important in this connection as it 
indicates size and regularity of income. 
It may also indicate something about 
the applicant’s sense of responsibility 
and mode of life. 

In order to secure more information 
about this subject four members of my 
Credit and Collection Class at the Uni- 
versity of Illinois and myself recently 
made a survey in the Middle West. 
Questionnaires were mailed to some 250 
retail credit bureaus in Ohio, Indiana, 
Michigan, Illinois, Wisconsin, Iowa, 
Missouri and Kentucky. In addition, 
a few questionnaires were sent to de- 
partment and apparel stores. In all, 
280 questionnaires were mailed and 
about 140 usable replies were received 
in time for tabulation. In addition a 


Ta credit executive wants to know 


Reprinted from Personal Finance News. 


number of credit bureaus and mer- 
chants in Illinois and Indiana were 
interviewed and answers obtained to 
some 18 questionnaires. Approximately 
144 of these replies came from retail 
credit bureaus. Each of these repre- 
sents the composite experience of many 
merchants. In fact, the opinion of a 
bureau may almost be taken as repre- 
senting the composite experience of the 
merchants in a community. A few 
replies were obtained from men who 
felt that occupation was of little or no 
value. By far a greater number, how- 
ever, felt that the occupation of a man 
was an important factor in passing 
upon his application for credit. 


VARYING INFLUENCES 


The questionnaires listed 34 occupa- 
tions and asked the informants to rate 
each as good, fair or poor. The in- 
formation obtained in this way is sum- 
marized in the attached table. The 
number of occupations that could be 
listed in the questionnaire was some- 
what limited. For this reason some of 
the classifications were rather broad. 

It must be remembered that occupa- 
tion is only one factor. The credit man 
usually considers several factors. Oc- 
cupation should be considered with 
other available information. The other 
information may overbalance any con- 
clusions drawn from occupation alone. 
To illustrate, school teachers stand at 
the head of the list. The credit man, 
however, knows that not all school 
teachers are good risks. Some live be- 
yond their means and some are irre- 
sponsible. On the other hand, barbers 
as a class rank very low and yet some 
individual barbers are excellent risks. 
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The danger in all generalizations is that 
some may take them too literally. For 
example, a credit grantor may see that 
office employes rate very high and then 
extend credit to a bookkeeper without 
further investigation. This might be a 
practical policy when large numbers of 
applications are being passed upon so 
that the grantor can depend upon the 
law of averages. It cannot be de- 
pended upon in individual cases. Simi- 
larly, a grantor should not turn down 
all requests for credit from painters 


— 


simply because as a class they are poor 
risks, 

Occupation gives an idea of the 
amount and regularity of income and 
of the permanence of employment. The 
credit man knows approximately the 
salary received by a school teacher. He 
knows approximately the pay in his 
community of stenographers, salesgirls, 
locomotive engineers, and janitors. 
Therefore, when he receives an appli- 
cation from one of these occupations 
he can approximate the income. On 


NUMERICAL CREDIT RATING OF 34 OCCUPATIONS 
(Scale: good, 100 points; fair, 60 points; poor, 20 points) 


Occupation 
School Teachers 
Chain Store Managers 
Office Employes 
Retail Grocers, personal accounts 
Doctors 
Railroad Trainmen 
Dentists 
Railroad Shopmen 
Retail Salespeople 


Numerical 
Number of ratings or 
received percentage 
Fair Poor Total rating 
37 153 89.3 
24 124* 89.0 
46 154 88.1 
45 146 87.1 
44 148 84.9 
42 139 84.5 
49 150 83.7 
46 123 81.8 
64 144 81.7 


2 
5 
1 
6 
6 
6 
a 
1 


Other Retailers (other than grocers) personal 


accounts 
Nurses 
Farmers (owners) 
Lawyers 
Traveling Salesmen 
Factory Workers, men 
Factory Workers, women 
Factory Workers, men and women 


56 126 81.6 
49 145 78.2 
64 q 138 73.9 
58 . 153 66.0 
74 149 

27 60* 

32 50* 

54 86x 


Factory Workers, combined or average rating for 


all factory workers 
Railroad Track Workers 
Firemen and Policemen 
Railroad Trackwalkers 
Filling Station Employes 
College Students 
Automobile Mechanics 
Tanitors 
Brick Masons 
Domestic Servants 
Carpenters 
Hotel Employes 
Coal Miners 
Farmers (tenants) 
Truck (and bus) Drivers 
Automobile Salesmen 
Common Laborers 
Barbers 
Restaurant Employes 
Painters and Decorators 


by 49* 
68 150 
31 44** 
33 51° 
66 103 
91 144 
1h) 137 
67 138 
Ya 151 
83 148 
73 135 
ze 53 
63 146 
69 139 
145 
135 
149 
140 
148 


* Included in only two of the three surveys; xone survey grouped men and women 


factory employes together. 


** Included in only one survey. 
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the other hand the fact that a man is a 
lawyer, a doctor, a merchant, or a 
farmer gives little indication of the size 
of his income. 

The credit man knows that school 
teachers, office employes, retail sales- 
people, policemen, and the railroad 
trainmen have relatively regular work 
and assured employment. On the other 
side, he knows that carpenters, trained 
nurses, brick masons, common laborers, 
and, in many communities, coal miners 
have irregular employment. The credit 
man knows that the railroad trainmen 
have secured their positions through 
length of service. They are unlikely to 
quit. The lawyer or the doctor once 
he has an established practice in a com- 
munity is unlikely to move as it will 
take time to establish a practice in a 
new locality. The farmer who owns 
his farm has a property investment and 
seldom moves. On the other hand, the 
men in the building trades, barbers, 
common laborers, automobile salesmen, 
automobile mechanics, factory workers, 
domestic servants and waiters may 


change their places of employment fre- 
quently. 

The data gathered in this survey in- 
dicate that the regularity and dependa- 
bility of income is a much more im- 
portant factor in making a good credit 
risk than the size of the income. School 


teachers head the list. It is well known 
that they do not receive especially high 
salaries, but their incomes are regular. 
Chain store managers are in second 
place. They may be fairly well paid, 
but it is not believed that they are the 
best paid people in a community. Office 
employes come third and retail sales- 
people ninth. The people in these 
groups as a rule receive relatively low 
salaries yet they rank higher than law- 
yers, farmers, traveling salesmen, and 
some other occupations which presum- 
ably have higher incomes. The men 
in the building trades, common laborers, 
automobile salesmen, tenant farmers, 
coal miners and truck drivers are all 
near the bottom of the list. Irregularity 
of income would apparently be an im- 
portant factor with such occupations. 
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Doctors and dentists were usually re- 
ported as good but slow pay. They 
were said to be slow because of their 
slowness in collecting their own ac- 
counts. Some said that they were poor 
collectors and that they could pay their 
bills much more promptly if they would 
collect their own accounts more aggres- 
sively. Traveling salesmen were said 
to be hard to collect from because they 
were away from home so much. Auto- 
mobile salesmen rank very low in the 
table. Presumably this is caused by the 
irregularity of their earnings. A com- 
mon objection to domestic servants is 
that they change jobs frequently. 
Female servants were said to be better 
risks than male servants. 


CHARACTER TESTS 


Economic conditions are an impor- 
tant factor in rating many occupations. 
When there is much construction in a 
community, the painters, carpenters 
and men in other building trades are 
likely to be fairly good risks. On the 
other hand, when there is little con- 
struction, they are, as a class, poor 
risks. When the demand for coal is 
good and the mines are working steadily 
the miners may be good risks, but when 
the mines close or reduce their opera- 
tions materially they are likely to be 
poor risks. The credit man should there- 
fore know the business conditions in his 
territory and take this knowledge into 
consideration in granting credit to the 
occupations affected. 

The data summarized in the attached 
table were obtained in the closing 
months of 1931. Some of the bureaus 
and dealers apparently gave ratings 
applying to that time stating that cer- 
tain occupations, such as the building 
trades, were rated lower than would 
have been true when business conditions 
were better. Others apparently gave 
ratings applying to “normal” times. For 
this reason, the ratings of some of the 
occupations should be taken as repre- 
senting somewhat of an average of good 
and bad times. This means that the 
ratings of the occupations which are 
much affected by the industrial condi- 
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tions would be somewhat better than 
shown in the table in prosperous times, 
and perhaps somewhat worse in hard 
times. 

The rating of many occupations de- 
pends primarily upon the steadiness of 
employment. Factory workers, carpen- 
ters, masons and coal miners were 
stated by many credit men to be good 
risks when working and poor risks 
when not working. The relatively low 
position of the occupations in the table 
is largely caused by the irregularity of 
their employment. The credit man, 
knowing the employment situation of 
these occupations in his community, can 
evaluate applications from these occu- 
pations. 

It is well to know that the sense of 
responsibility or desire to pay is an 
important factor in determining credit 
ratings. Occupation may throw some 
light on this subject. Nurses are known 
to have irregular employment, yet they 
rank in the upper third of the occu- 
pations listed in the table. Retail gro- 
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cers rank fourth among the occupations 
listed and yet it is well known that 
many grocers make little money. Ap- 
parently their difficulties in making col- 
lections makes them conscientious in 
meeting their personal obligations. A 
somewhat similar reason may partly ex- 
plain the relatively good rating of re 
tail salespeople. Toward the bottom of 
the list we find that common laborers 
rank above painters and decorators al- 
though they receive lower wages and 
suffer from irregular employment. 

Policemen and firemen have steady 
jobs, yet they have only a fair rating. 
One explanation offered is the fact that 
they feel that the public is under obli- 
gation to them and hence they take all 
the time they want to pay their debts. 
Some comments indicated that lawyers 
were sometimes slower than they needed 
to be “because they knew they could 
get away with it.” Although not con- 
clusive, the occupation of a person may 
give some idea of his attitude toward 
his obligations. 


Rand Urges Sixty-Day Payroll Increase 


we believe larger inventory of finished goods 
is sound investment at this time in view of 
available facts,” he continued. 

“Many merchants will not buy ahead as 
long as their customers do not have jobs or 
money, and two years of idleness have sapped 


LEADING manufacturers of the country were 
urged by James H. Rand, Jr., chairman of the 
board of Remington Rand, Inc., in a state- 
ment made recently, to increase their payrolls 
for at least sixty days as a means of boosting 
the public buying power so that the present 
upward trend might be turned into a solid 
revival. 

Mr. Rand announced that his own company 
was increasing its payrolls 50 per cent. and 
expected to have its eight major plants on a 
four-day per week basis or better after Oc- 
tober 1. He said that he had called more 
than 3000 men and women back to work. 

“From time to time during the past few 
weeks the re-opening of many plants to fill 
immediate rush orders has been announced,” 
Mr. Rand said. “Although this has started 
an upward trend a great and faster impetus 
is needed.” 

The time has come for concerted action by 
all manufacturers to increase employment and 
expand public buying power if industry is 
to consolidate these gains into a real discovery, 
even if it means increasing the inventory of 
finished goods, Mr. Rand declared. 


“We are proceeding on this basis because 


the savings of workers. Before they can buy 
again they must have money, and money 
can only come from payrolls. 

“TI am urging that every chamber of com: 
merce in the United States mobilize its mem- 
ber manufacturers so that they will reopen 
their factories and increase plant activities 
for at least 60 days to build up new in- 
ventories of finished goods with knowledge 
that their own sales will respond to such 
nation-wide increase in payrolls and buying 
power. 

Mr. Rand said that the whole country had 
been encouraged by the action of United States 
Steel, American Radiator and other large 
industries which have made large purchases 
of raw materials in advance of production. 
Some weeks ago he announced that the pur- 
chasing department of his own company had 
been instructed to buy immediately $4,500, 
000 worth of raw materials for use during the 
remainder of 1932. 





Stability in Banking 


The Record of Our Mutuals 


By WiLLiaM G. SUTCLIFFE and LINDLEY A. Bonp 


banks is the subject of discussion 

everywhere. Despite unemploy- 
ment and decreased earning power these 
banks had a gain in new accounts for 
the first six months of 1932. 

Proof that a large section of the pub- 
lic is still “thrift minded” was shown 
by the increase of 72,468 accounts be- 
tween January 1 and June 30, bringing 
the total of all accounts in mutual sav- 
ings banks to 13,432,139, a high point 
for all time. 

The surplus account showed a total 
of $1,143,809,760 on June 30, repre- 
senting a rise of $20,555,787 from Jan- 
uary 1. This also was a record figure 
for all time. 

In six months’ period assets of the 
mutual savings banks declined by $18,- 
195,611 to a grand total of $11,188,- 
680,126, just below the peak figure on 
January 1, but higher than the figure 
of a year ago by $53,318,867. 

June 30, 1929, marked the high point 
of commodity and security prices. On 
that date, mutual savings banks held 
deposits of $8,954,835,127, their de- 
positors numbering 11,979,273. In the 
three eventful years since then involv- 
ing world-wide disturbances upon a 
scale never anticipated, saving bank de- 
posits have increased on June 30 of this 
year to $9,984,243,517. Never in their 
history have mutual savings banks 
proven more conclusively the merit and 
soundness of mutuality in savings 
banking. 


Ti stability of our mutual savings 


A REMARKABLE DIVIDEND RECORD 


The average interest rate on June 30 
was 4.09 per cent. in the 18 states, 
compared to 4.32 per cent. six months 
ago. At this rate these banks will pay 
about $409,000,000 during the year in 


the form of dividends. Every active 


mutual savings bank has paid its divi- 
dends, not only this year, but through- 
out the period since mid-summer 1929. 

Many of these banks have been pay- 
ing dividends for a hundred years— 
some of them even longer. The Bank 
for Savings in the City of New York 
early this summer paid its 246th con- 
secutive dividend, and the Bowery Sav- 
ings Bank its 216th. A bank in Albany 
recently paid its 235th dividend. An- 
other in Schenectady has a record of 
202 consecutive dividends. Not one of 
the 146 mutual savings banks in the 
State of New York has “passed” a 
dividend since the first payment. Other 
states show equally interesting records. 

The stability of these institutions is 
due in no small measure to surplus ac- 
counts which have been built up 
through generations of prudent man- 
agement. No rule of thumb has been 
devised nor adopted as a standard ratio 
of surplus to deposits; yet savings bank 
trustees were prompted from the very 
beginning to lay by, in those years of 
plenty, the strong reserves, which, when 
the needs of the present time came, 
proved more than adequate to meet the 
adverse conditions of a long depression. 

In June of this year the mutuals were 
in the highly satisfactory position of 
having $1.11Y% of resources for each 
$1 of deposits. This achievement is a 
splendid tribute to the wisdom and 
foresight of these officers and trustees 
who have faithfully adhered to these 
principles of safety, thereby guarantee- 
ing to depositors ONE HUNDRED 
CENTS ON THE DOLLAR, besides 
uninterrupted dividends. 


WHAT IS A MUTUAL SAVINGS BANK? 


A mutual institution, whether it be 
an insurance company, building and 
Ican association or a mutual savings 
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bank, is an institution which is run for 
the sole benefit of its contributors. 
These institutions are managed by finan- 
cially disinterested persons for the bene- 
fit of the policyholders, shareholders or 
savers. It means, in other words, chiefly, 
the emphasis of two things: 

1. Safety. 

2. Income either in the form of divi- 
dends or lower premium rates through 
dividend policies. 

The directors or trustees of these 
institutions cannot speculate in the 
stock of their stockholders since in the 
first place there is no stock to juggle 
and in the second place their office is 
one of trusteeship, and therefore regu- 
lated by statute within certain limits 
concerning investment of the people’s 
money. 

Unlike the trustee under a private 
trust, the trustee or director of a 
mutual savings bank is rigidly limited 
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since the law requires an extra dividend 
to be paid when the surplus gets above 
a certain maximum. This means that 
the present depositor cannot be “milked” 
for the benefit of subsequent depositors, 


WHAT ABOUT THE SAFETY? 


Commercial bankers often ask “Why 
is it that mutual banks are so safe?” 
The answer lies in the analysis of the 
nature of their investments. As al- 
ready stated, mutual savings banks are 
limited in their field of what are known 
as “legals.” It is true, that under the 
present market conditions, legal invest- 
ments have likewise fallen tremendously 
in value and in some cases laws had to 
be modified to continue certain types on 
the legal list. However, bonds form 
but a small part of savings banks’ in- 
vestments, as shown by the following 
table: 


Loans on Real Estate and Loans and Discounts 


Railroad Bonds 


United States Government and Municipal Bonds 


Unclassified Bonds and Stocks 
Public Utility Bonds 
Cash on Hand and in Banks .....;:.. 


Loans on Collateral and Personal Loans 
Real Estate Investment and Furniture and Fixtures 


Collectible Interest, Due and Accrued 


Foreclosure Account and Other Real Estate 
Loans to Municipalities and Other Corporations 


Other Assets 

Securities Acquired 
Guaranteed Mortgage Bonds 
Insurance and Taxes Advanced 


as to the channels of investment of 
funds received. These men cannot sell 
to their bank securities in which their 
brokerage house is interested. In brief, 
the trustees of savings banks, if they 
function properly and in accordance 
with the law, are servants of the de- 
positors. All the earnings of opera- 
tion belong to the depositors and are so 
credited through the dividends and re- 
serve or guarantee funds. 

Mutual savings banks cannot build 
up a huge surplus and so withhold 
earnings from the owners, as is done 
in corporations in times of prosperity, 


100.00% 


The major field of operation is mak- 


ing of loans on real estate. It is true 
that real estate depreciates in value, but 
it should be remembered that a loan on 
real estate usually requires a larger 
margin of safety than loans made on 
securities. In Massachusetts real estate 
loans may be made up to 60 per cent. 
of the market value of property. Thus 
on property worth $10,000 a loan of 
$6000 may be made. This means there 
will have to be a shrinkage of over 
$4000 for the bank to lose on the prin- 
cipal of the loan. This is a fairly safe 
margin and means that when fore 
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closure proceedings have to be instituted 
by the bank to recover a delinquent 
loan, the bank in the long run will 
rarely lose. 

Henry Bruere, president of the 
Bowery Savings Bank in New York, in 
a recent speech made this significant 
statement: 

“We have the problem of real estate. 
What brilliant example would you want 
of expectations exceeding realty? But 
the problems of real estate are the least 
serious because we already discounted 
those problems when we made our 
loans, as the law compels us to, by 
conservative appraisal and looking upon 
what we regard as a safe margin of the 
true value of property. You can't 
shrink the United States permanently 
more than 40 per cent. You can't 
choke people, you can’t suffocate them, 
you can’t murder them, you can’t fill 
the harbor with them. They are going 
to stay in this city, they are going to 
live here and they will find the means 
of livelihood and the fact that they 
live here and find the means of liveli- 
hood means that real estate is going to 
be worth what we thought it was 
worth; and it will be worth a great 
deal more before the average person in 
this room ceases to participate in the 
business of savings banking.” 

Many depositors have been need- 
lessly alarmed because the foreclosure 
item in numerous bank statements is 
larger than usual. In the first place, 
foreclosures do not necessarily represent 
loss. The form of investment is simply 
changed from a lien to ownership of 
real property. But it may be argued: 
“Aren't these foreclosures costly, to the 
bank? How, with real estate on its 
hands, can a bank continue to make 
earnings to pay dividends?” The an- 
swer rests in the analysis of fore- 
closures by banks and insurance com- 
panies. The fact is that the banks in 
many instances rent the foreclosed prop- 
erties at rentals which more than cover 
the expenses incident to foreclosure and 
so yield some return to the bank. In 
many cases the bank by the expenditure 
of a few dollars on the foreclosed 
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property is able to sell the property at 
a profit which goes to the depositors. 
Foreclosures, while frowned upon by 
the banks, are often profitable to them. 
It is true that at times like the present, 
it may in some instances be difficult to 
rent or sell foreclosed property and in 
isolated cases some banks may find their 
assets, though good, in a frozen con- 
dition. To meet this situation the 
“mutuals” are beginning a movement 
of central pooling of funds. This we 
will discuss later. 

Fundamentally, real estate is sound 
and with more than a century's expe- 
rience, investments in first mortgages 
made by insurance companies, savings 
banks and trustees show less loss and 
depreciation than almost any other type 
of investment. 


MUTUALITY IN BANKING 


Depression proof banks require in 
times of stress co-operation among 
banks. The mutual savings banks again 
show the way in such co-operation as 
shown by recent developments. On 
March 2 of this year the Governor of 
Massachusetts signed the bill which 
created the corporation now known as 
The Mutual Savings Central Fund, In- 
corporated, of Massachusetts. 

Many people in all walks of life, not 
only in Massachusetts, but in other 
states, consider the creation of this cor- 
poration as one of the most important 
bits of legislation concerning savings 
banking since the first charter was 
granted to the Provident Institution for 
Savings in the year 1816. Organiza- 
tion of this central bank is especially 
notable because it unifies mutual savings 
banks for the first time in their long 
history. 

While the new corporation is entitled 
to take any legal investment as col- 
lateral for a loan, ITS DISTINCT 
AIM IS TO MAKE MORTGAGES 
A LIQUID ASSET INSTEAD OP 
BEING IN THE LAST RANK SO 
FAR AS LIQUIDITY GOES. 

The plan of the new corporation is 
indeed simple. In the first place its 
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capital is flexible. In time of need as 
much as 3: per cent. of the deposits of 
the mutual savings banks may be col- 
lected into a central pool which can be 
used for the assistance of any bank 
threatened with a run, provided, of 
course, that such bank has the neces- 
sary collateral to secure the loan. If 
times are good and there is no neces- 
sity for keeping such a large amount of 
capital in the central pool, the direc- 
tors have a right to refund as much of 
it as they deem advisable to the mem- 
ber banks, leaving only a skeleton to 
take care of any sudden and unexpected 
call. At the end of five years the cor- 
poration, unless the legislature shall de- 
cide to extend its existence, will dis- 
appear. IT IS A SIMPLE CASE OF 
COMBINING THE LIQUIDITY OF 
EACH DIFFERENT BANK INTO 
ONE LARGE POOL MAKING IT 
AVAILABLE TO ALL. 

Another point of advantage is the 
fact that the banks themselves manage 
the corporation. There are no political 
appointees. The directors are elected 


by the banks according to county lines 


and the number of directors is dis- 
tributed according to the deposit totals 
in the different counties. 

Funds of the corporation are in- 
vested in accordance with the require- 
ments of the law. Investment may be 
made in Government bonds, bonds of 
the Commonwealth of Massachusetts or 
in bankers’ acceptances—all highly liquid 
investments. 

The routine business of the corpora- 
tion is handled at a very nominal ex- 
pense so that almost the entire income 
from these investments may be used 
to build up the surplus or to declare 
dividends to the member banks. 

Summing up, the corporation is 
managed by the mutual savings banks 
and will be handled in as economical 
a manner as possible. There is no ex- 
pensive banking room, nor is there a 
list of highly paid executives. The 
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operation is simple, yet immediate in 
case of need. Miéillions of dollars can 
be mobilized in less than one hour if 
need be. New York mutual savings 
banks have a similar organization, only 
voluntary. Thus you see the “mutuals” 
are in a stronger position than ever. 

In the face of the tests imposed since 
1929 the mutual savings banks have 
enhanced their influence and prestige, 
expanded their operations, and at the 
same time they have demonstrated that 
the co-operative spirit of mutual help- 
fulness to which they owe their origin 
remains vigorously alive. Events of the 
past three years have proved to those 
who need to have it proved, that an 
account in a mutual savings bank is 
about the best and safest investment in 
the world. 


WHAT TO ADVERTISE 


A PERTINENT answer to the important ques 
tion as to what banks should use as a major 
advertising theme, in the face of present con- 
ditions, was made by Allard Smith, executive 
vice-president of The Union Trust Company, 
of Cleveland, in a speech entitled “Public 
Psychology,” which he delivered before the 
Financial Advertisers Association in Chicago. 

“It takes time to educate the mass of the 
people to the important principles of bank- 
ing,” said Mr. Smith, “and yet this education 
is absolutely necessary if advertising is to 
assist to prevent a repetition of a situation 
such as obtained during the past two years. 

“First of all, you must get thoroughly into 
the minds of the general public, the fact that 
a bank does not keep depositors’ money in 
its vault, but lends it out to businesses and 
individuals who use it for the upbuilding and 
development of the community. 

“I think that the public ought to be taught 
the basic principles underlying the extension 
of bank credit. They should know how 
mortgage loans are made, how collateral and 
commercial loans are handled, what the 
security for these loans consists of, how repay’ 
ment of these loans is accomplished, and why 
it is expected when the loan is made. 

“Banks must start today upon a persistent 
program of steady educational advertising, in 
order to be prepared for a future business 
decline, should that come after we recover 
from the recent depression.” 





Keeping “Money in Motion” 


Bank Adopts Novel Plan for Stimulating Business for Merchants 
in Their City 


can play an important part in 

hastening the return of better busi- 
ness through timely, carefully planned 
publicity, was well exemplified by a 
program, which was recently put into 
effect in South Bend, Indiana, by the 
First Bank and Trust Company, of 
which E. M. Morris is president. In 
common with most American cities, 
South Bend has had a rather serious 
case of business anemia as the result of 
poor money circulation. Fear, over- 
caution, and constantly lowering com- 
modity prices, were the basic reason for 
this poor circulation. The percentage 
of gainfully employed people in South 
Bend is about the average. 

To combat the situation and in an at- 
tempt to make the people of South Bend 
buying-minded, the retail merchants 
have an organization, whose purpose is 
to stimulate business in the natural trade 
area, through co-operative display and 
sales effort. 


Te. the bank of a community 


E. M. Morris, president of the First 
Bank and Trust Company, conceived a 
plan to tie in with the business group in 
a most constructive way. The first step 
in carrying out the plan was to contact 
the executive committee of the mer- 
chants and explain the purpose to them. 

Briefly the plan as explained by Mr. 
Morris to the merchants is this: 

The First Bank and Trust Company 
proposed to issue a series of specially 
printed checks to be known as “Co-op- 
eration Checks,” these checks to be pre- 


sented as a gift to the employees of the 
bank at a summer picnic and outing. 
Checks were to be drawn for one dollar 
each, in order to give them the greatest 
possible flexibility and negotiability. Five 
of these checks were to be presented to 


each employe, with the result that 155 
checks would be set in motion. 

It was pointed out to the merchants 
that these checks, properly handled, 
would create $7750 in new retail busi- 
ness, while at the same time having an 
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even greater value in the amount of 
constructive publicity that could be built 
around them. 

The merchants readily agreed to co- 
operate to the fullest extent in the plan 
and to instruct all clerks and depart- 
ment heads as to the reason of the checks 
and their purpose and method of han- 
dling. One hundred and fifty-five checks 
were, therefore, duly launched at an 
annual bank outing on July 28. News- 
paper photographers present procured 
numerous photos of the checks being 
presented to the employes. Mr. Morris 
gave a constructive and optimistic talk 
preceding the check presentation, which 
was widely quoted in the following 
day’s papers. The president of the 
Merchants Association was present at 
the picnic as a guest, as were other 
prominent South Bend business men. 

The special checks, when presented, 
were found to be somewhat different in 
size and appearance from the ordinary 
commercial checks. They were in 
voucher form, 8!/, inches wide by 11 
inches long and folded to 41/, inches by 
11 inches. Around the outside of the 
checks were the words “Co-operation 
Check” printed in red, and on the lower 
half of the checks was an explanatory 
note, as follows: 
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In the interest of better business the giver 
of this check asks the acceptor to receive it 
at face value, in the payment of bills or for 
the purchase of merchandise, and in turn 
please pass it on in the same manner until 
it has served fifty people in a helpful way. 

The fiftieth endorser will receive $1.00 in 
cash at the First Bank & Trust Company of 
South Bend, Indiana. 


ACTIVE MONEY HELPS BUSINESS! 


Active men and active dollars point the 
way to prosperity and active dollars like ac 
tive men earn constantly and strengthen the 
financial structure of their community and 
nation. Every well managed bank is doing 
its best to aid in the sound advancement of 
commerce and industry. 

Behind the money and credit side of bank- 
ing is always the human aspect and our de- 
sire is to assist in your financial progress. 
This check is one of 155 placed in circula- 
tion in the Spirit of, “Let's go forward 
together,” by Mr. E. M. Morris, president of 
the First Bank & Trust Company of South 
Bend, Indiana. When you pay a bill or buy 
a commodity with this check, you are co- 
operating with fifty of your fellow citizens 
through whose hands this check will pass, in 
creating $50.00 of available credit. The 
total of 155 checks will have created 
$7750.00 Purchasing Power when returned 
fully endorsed and paid. 

Your Co-operation is Sincerely Appreciated, 

First BANK & Trust CoMPANY. 


The back of the check carried space 
and lines for fifty endorsements, and it 
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was stated the checks were not to be 
deposited nor cashed, nor change asked 
or given when they were used. Instead, 
the checks were to be used in the pur- 
chase of merchandise or paying bills, 
and were to be presented at the bank by 
the fiftieth endorser, who would then 
receive $1.00 in return for each check 
so presented. 

With the way cleared by preliminary 
meeting with the merchants, and with 
the newspapers of the city giving daily 
feature publicity to the “Co-operation 
Checks,” their purpose and present 
status, the entire community soon be- 
came much interested in ‘the doings of 
the checks. With a camera constantly 


on the job, the checks were followed 
through many of the transactions, such 
as paying a milk bill, laundry bill, buy- 
ing hosiery, drugs, paying for labor, and 
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one picture even showed a group of 
children using one of the “Co-operation 
Checks” in the purchase of ice cream 
cones. 

In their newspaper advertising mer- 
chants carried lines to the effect, “We 
accept “Co-operation Checks,’ and one 
aggressive merchant ran a special ad- 
vertisement, occupying ten inches on 
three columns, lauding the First Bank & 
Trust Company for the initiative taken 
in speeding up the return for better 
business. 

The newspaper campaign, with a 
daily feature article, was carried for 
three weeks. Thence business received 
a new impetus, and the First Bank & 
Trust Company did a constructive job 
of making the people buying-minded, 
which greatly enlarged its circle of good 
will, from which they received a tre- 
mendous amount of helpful publicity. 


Chase National Has Fifty-Fifth Anniversary 


SEPTEMBER 20 marked the fifty-fifth anni- 
versary of The Chase National Bank, New 
York. The bank opened for business on 
September 20, 1877, with capital of $300,000. 
The present capital is $148,000,000, surplus is 
$100,000,000, and undivided profits on June 
30 were $17,381,149.56. When the bank 
published its first statement on December 27, 
1877 deposits totaled $1,042,009.25. Deposits 
at the time of the most recent comptroller’s 
call were $1,302,456,350.72. 

There were five original shareholders of the 
Chase in 1877. Now more than 82,000 
shareholders own an interest in the bank. 
Within the past two years the increase has 
been in excess of 15,000. The Chase National 
Bank was founded during the long period of 
depression that followed the panic of 1873. 
John Thompson, an outstanding banker of 
that time, was the principal organizer. The 
bank was named in honor of Salmon P. Chase, 
who was secretary of the treasury under 
Lincoln and who is considered the founder 
of the National Banking system. 

When the new bank was organized in 
1877, deposits totaled $1,042,009.25. Deposits 
a poor time to start a new financial enter- 
prise. Mr. Thompson was quoted, however, 
in a newspaper article of the day, as saying: 
“This is just the time to start a bank. Every- 
thing is at low ebb. Everything has touched 
the bottom and got as low as it can. If there 
= any change at all it must be for the 
etter.” 


The first permanent quarters of the bank 
were at 104 Broadway. Here one might see 
the venerable John Thompson any day up 
to three o'clock, for he was a hard worker 
and constant in attendance at the bank in 
spite of his seventy-five years. At three 
o clock regularly he started for home, taking 
the Madison Avenue stage, which was one 
of the principal methods of transportation 
“uptown” in those days before the trolley 
cars, elevated railways or subways were 
known. The telephone was a new invention 
at the time the Chase was opened, but when 
it began to come into general business use 
an instrument was installed at the bank. 
After a month, however, it was summarily 
removed, for John Thompson averred, in no 
uncertain terms, that it was “a damn nuisance, 
with all the brokers calling up for loans at 
three o'clock.” 

A press report describes John Thompson, 
as he was seen every day at the bank, in 
these words: 

“Mr. Thompson was accustomed to sit 
within a railed-off corner near the door, a 
quaint figure to those who were not familiar 
with the dress and manners of an earlier 
generation. Home-knitted woolen stockings 
were freely displayed; the linen was im- 
maculate but of the fashion of 1850. The 
collar was of the type known in anti-war 
days as a ‘dickey’.” 

John Thompson never took a bond of any 
employe, but kept always in close touch with 
each one under him. 





Functions of Financial Advertising 


By L. DoucLas MEREDITH 
Assistant Professor of Economics, University of Vermont 


The many varied senses in which the term, “financial advertising,” is used by 
bankers and advertising men prompted the writer to ask the question, “What is 
financial advertising?” and attempt to answer it in the September issue. It was 
pointed out in this article that the activities usually included in financial advertis- 
ing are more aptly described by the term, “financial merchandising,” because they 
embrace the specialized efforts of advertising, selling, publicity and preparation of 
banking services in forms designed to appeal more forcefully to the public. The 
term, “financial advertising,” will be used throughout this article in this broad 
sense of the word. 


ing in many instances because 

they have become convinced of 
its efficacy and in other instances they 
have tried to turn its potentialities to 
their own advantages primarily because 
their competitors have used various 
types of so-called “advertising.” One 
of the most effective arguments of 
financial advertising salesmen has re- 
posed in the terse statement, “Your 
competitors across the street have de- 
cided to advertise and you surely want 
to do something.” This constitutes at 
best but a very weak reason for resort 
to devices of financial advertising and 
properly merits designation as defen- 
sive advertising. The large expendi- 
tures now being made for both de- 
fensive and offensive advertising by 
financial institutions warrant an investi- 
gation of the functions rendered by 
financial advertising and, if sufficiently 
important functions can be found, bank- 
ers of all types may discover reasons for 
merchandising their services with greater 
vigor instead of trusting only to defen- 
sive uses of advertising. 

That “advertising has as its primary 
function the education of the potential 
market to the merits of the product” 
summarily states the function of ad- 
vertising generally and financial adver- 
tising especially. Though the term, 
“education,” nicely includes most of the 
functions of financial advertising, more 
detailed enumeration is necessary in 
order to comprehend fully its economic 
significance. 
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Bie in use financial advertis- 


Consideration of the functions of 
financial advertising recognizes immedi- 
ately two points of view. Financial in- 
stitutions find interest in all of the 
functions of financial advertising which 
may be divided into two classes viewed 
first from the point of view of what 
the advertising will do for the institu- 
tion directly and, secondly, what it will 
do for the customers and the public. 
This consideration proceeds first to the 
functions rendered for the direct bene- 
fit of the institution and then those 
rendered for customers and the public 
directly and the institution indirectly. 


SALES PRODUCTION 


One of the most important functions 
of advertising from the point of view 
of the particular financial institution is 
to produce sales of the services which 
the institution offers. Profits result 
from the conduct of business on such a 
basis that gross income exceeds costs of 
conducting the business. Once a profit 
rate has been established, if this rela- 
tionship can be maintained with an in- 
creased volume of business, profits in- 
crease accordingly and, if the business 
happens to be in such a position that it 
can operate for a time under conditions 
of decreasing costs, that is, handle a 
larger volume of business with less than 
a proportional increase in costs and if 
rates charged for services remain the 
same, then profits on the new business 
will increase more than proportionally. 
Even though this condition should not 
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prevail for long, increased sales permit 
possibility of receipt of the margin of 
profit on a larger volume of business. 
Many financial institutions vie with 
each other to increase their size in order 
to enjoy the generally assumed increase 
of prestige and the opportunity for 
greater diversity of commitments. In 
so far as financial -advertising produces 
these results through increased sales of 
services, it works to the advantage of 
the advertising institution in a manifold 
manner. 


INTRODUCTION OF NEW _ SERVICES 


One of the trends in banking during 
recent years has been that toward “de- 
partment store” banking—the extension 
of the scope of the bank’s activities 
into new fields so that complete bank- 
ing services may be offered under one 
roof. Some of the “departments” more 
recently developed such as_ security 
affiliates have been the objects of severe 
criticism during the depression but all 
of such innovations nevertheless have 
necessitated the application of mer- 
chandising methods—the forces of 
financial advertising to the introduction 
of the particular services and the up- 
building: of the respective departments. 
Style changes in securities have like- 
wise necessitated resort to new types of 
advertising by investment houses. The 
popularity of equity issues in contrast 
to liens and the recent popularity of 
investment trusts, especially fixed trusts, 
have all presented problems of pioneer- 
ing to be done by financial advertising. 
Not only have these new developments 
presented problems to the houses inti- 
mately related to such issues but also 
to other types of financial institutions. 
The popularity of common stocks caused 
savings bankers grave concern as they 
witnessed deposits decline precipitously 
during the speculative frenzy of 1928 
and 1929 and caused them to find new 
uses of savings accounts such as “Ob- 
ject Clubs” modeled after Christmas 
Clubs and similar devices which would 
make the services rendered by their 
institutions more attractive. The de- 


velopment of insurance trusts, living 
trusts, and greater recognition of the 
value of services offered by trust com- 
panies has greatly increased the impor- 
tance of pioneering advertising on the 
part of trust companies. Financial ad- 
vertising not only assists the institution 
in maintaining its competitive position 
but also in advancing in its field through 
the introduction of new services and 
acquaintance of new customers and 
prospects with services usually offered. 


DEVELOPMENT OF THE INSTITUTION 


The banks and financial houses in any 
community comprise not mere structures 
of steel and stone nor mere selling or- 
ganizations. Their significance is greater, 
more far-reaching, and permeates deeply 
into the lives of customers and prospects. 
Customers view financial houses as cus- 
todians of their reserves, agencies of 
financial service and counsellors of fi- 
nance. The importance of the services 


rendered by financial houses tends to de- 
velop intangibilities best described by the 


word “institution.” This implies a high 
code of ethics, skill of the expert, finan- 
cial soundness, and survival of the tests 
of time. Care must be exercised not to 
exalt financial institutions to the extent 
of approaching the “dignity” associated 
with banks in past decades and which 
has retarded the adoption of modern 
business methods and practices; however, 
all businesses which long endure tend to 
become institutions in the territories 
which they serve and this is especially 
true of financial houses. The process of 
developing the institution frequently 
necessitates resort .to institutional or 
“good-will” advertising which “seeks to 
sell only indirectly” and “to generate 
and maintain a favorable attitude on the 
part of the public toward the particular 
institution.” It requires constant dis- 
play of the name and emphasis upon 
favorable attributes such as strength, age, 
fidelity, character, and so forth. 


MAINTENANCE OF CONFIDENCE 


Financial institutions in the past have 
more or less considered the creation of 
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confidence as ancillary to the other func- 
tions of advertising but the experiences 
of recent years have reversed the attitude. 
One of the most important functions of 
financial advertising at present consists 
in the creation and maintenance of con- 
fidence as a result of supplanting of con- 
fidence by fear as evidenced by the many 
bank and investment house failures which 
have transpired along with the collapse 
in security values and commodity prices. 
Numerous illustrations are available 
across the country in which attempts 
have been made to impart confidence by 
advertising on occasions of impending 
difficulties due to public hysteria. These 
include publication of statements listing 
assets in detail, letters to depositors and 
stockholders, co-operative efforts of 
groups or clearing house associations to 
teach the public the characteristics of 
banks, resort to the use of bands and 
orchestras, huge piles of money in tellers’ 
cages, personal calls by officers on cus- 
tomers, and other methods. 

Financial advertising thus renders four 
services of direct importance to financial 
institutions: 

1. Production of sales. 
Introduction of services. 
Development of the concept of 
the organization as an institution. 

4. Creation and maintenance of con- 
fidence. 

Consideration next proceeds to the 
services rendered by financial advertising 
which directly benefit customers and the 
public and indirectly redound to the 
benefit of the advertising establishment. 


5 
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RAISING OF CAPITAL 


The large scale methods of production 
which characterize modern industry and 
which have tended to become more 
“roundabout” require the amassing of 
enormous amounts of capital. Very few 
individuals possess the means required to 
finance a large enterprise in a particular 
industry and, consequently, capital must 
be accumulated from large numbers of 
individuals and financial institutions act 
as middlemen in placing small individual 
savings at the disposal of large capital 


users and in large amounts. Savings 
banks and trust companies function in 
this capacity through their investments 
in securities; commercial banks provide 
short-term loans to business while invest- 
ment houses in selling securities to in- 
dividual clients act as middlemen in a 
somewhat more direct manner than do 
savings banks and trust companies. Fi- 
nancial advertising expedites the raising 
of capital by attracting available sums to 
financial institutions and in showing 
those who have available capital desirable 
places of disposition. 


FACILITATION OF INVESTMENT 


A very close relationship prevails be- 
tween the preceding function and the 
function about to be described, as in- 
dicated by the previous sentence. Finan- 
cial advertising not only acquaints those 
persons who have funds to invest with 
the places in which those funds may be 
invested but goes beyond this to the ex- 
tent of acquainting people with the 
nature of the investment both at the time 
the commitment is made and during its 
duration. It is true that advertising of 
fraudulent or questionable propositions 
many times fails to reveal completely 
the hazard involved but in merchandis- 
ing the services of reliable institutions, 
the descriptions of the particular enter- 
prises or the securities provide or should 
provide adequate information so that the 
person with funds at his disposal may 
gain a clear concept of the degree of 
risk involved. Financial advertising thus 
serves as a medium of dissemination of 
information for savers and investors in 
addition to acquainting them with the 
places of investment. 


PRESERVATION OF CAPITAL 


Millions upon millions of dollars are 
wasted annually because of commitment 
to fraudulent enterprises, commitment of 
funds to enterprises economically un- 
justifiable even though established with- 
out intent to defraud, and because of 
ignorance upon matters of investment. 
Chairman William B. Joyce of the Na- 
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tional Surety Company estimates the an- 
nual loss in America through worthless 
investment frauds at $500,000,000. 
Banking institutions through honest ad- 
vertising assist in reduction of this 
amount or in keeping it at a minimum 
by acquainting investors with pitfalls 
and directing them to reliable sources of 
information in their advertising, also, by 
informing them of desirable commit- 
ments. It is difficult to estimate the 
amounts lost through commitment of 
funds to economically unjustifiable en- 
terprises but, proceeding on the assump- 
tion that the more reliable houses satisfy 
themselves of the economic justification 
of an enterprise before offering its se- 
curities, financial advertising serves use- 
fully in preserving capital by calling at- 
tention to those enterprises which have 
been subjected to the scrutiny of the is- 
suing house. Financial advertising still 
further contributes to the preservation 
of capital by acquainting those who sud- 
denly come into funds through inherit- 
ance or life insurance with capable agen- 
cies for both estate administration and 
productive employment of the funds. 


TEACHING THRIFT 


The insecure economic position of mil- 
lions of persons constitutes one of the 
reproaches of the highly developed eco- 


nomic order in which we live. This in- 
security results from two primary causes: 
lack of earning power and failure to care 
properly for earnings. Remedy of the 
first of these causes lies outside of the 
scope of this consideration but the second 
may be partially if not completely allevi- 
ated by better management of income 
and expenditures. The burden of teach- 
ing thrift has thus far rested on the 
homes, financial institutions and schools. 
Homes have apparently failed to fulfill 
adequately their part in this educative 
process and financial institutions and 
schools have not done as much as pos- 
sible. School banks, Thrift Week and 
other devices all seek to teach thrift but 
much remains to be done before attain- 
ing any considerable reduction of poverty 
resulting from poor management of in- 
come. Financial institutions must cease 
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thrift preachments and educate the pub- 
lic to the pleasures of cash reserves, in- 
dependence and the feeling of security 
resulting therefrom. A fertile field is 
available in which institutions which 
grasp the significance of this challenge 
will probably find not only social im- 
provement resulting but increased busi- 
ness as well. 


PUBLIC EDUCATION 


The American public knows very little 
about banks and banking despite the 
fact that the forty-eight states are dotted 
from coast to coast with banks and in- 
vestment houses of one type or another. 
One of the many lessons taught the ex- 
ecutives of financial institutions by the 
depression of 1930-32 is the appalling 
ignorance of the banking public. The 
public knows little about the kinds of 
banks, their organization, the types of 
services rendered, their financial state- 
ments, what to expect from financial in- 
stitutions and what not to expect, how 
to use the institutions most effectively, 
how to manage finances and many other 
points which would give customers 
greater satisfaction and prove more ad- 
vantageous to the banks. A few efforts 
or attempts to educate the public have 
previously been made but no organized 
effort on a large scale has been outstand- 
ingly successful in the past and danger 
lurks in the possibility that improved 
business might render bankers less sus- 
ceptible to the arguments advocating 
well-organized efforts to attempt educa- 
tion of the public on how to use financial 
institutions properly and to manage their 
own financial affairs more effectively. 
The problem of educating the public fi- 
nancially is of large proportions but 
many of the houses and groups which 
have made such attempts find pleasing 
results accruing and these results should 
challenge other institutions and the 
banking profession. 


CONCLUSION 


Financial advertising renders in addi- 
tion to the four functions of direct im- 
portance to the advertising institution 
the following services of indirect signifi- 
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cance to the particular institution and of 
direct service to customers, prospects and 
the public: 

1. Assisting in the raising of capital. 

2. Facilitation of the preservation of 
capital. 

3. Teaching of thrift. 

4. Education of the public of the 
nature of financial institutions and the 
services which they render. 

Financial advertising constitutes a field 


of endeavor possessing broad proportions 


“And / Or” Shows 


THE use of the term ‘“‘and/or” in legal docu- 
ments is not only unnecessary but it is a sign 
of mental inertia, according to Anson Get- 
man, assistant solicitor of the New York 
Title and Mortgage Company and also an 
authority on law drafting, 

“For the sake of clarity and uniformity and 
from a literary standpoint the symbol should 
not be used. It offends the reader. It ob- 
scures the vision. It arrests the chain of 
thought. It opens the door to other symbols. 
So why use it? Mr. Getman said recently. 

“During the past fifteen years I have 
drafted hundreds of legislative acts in con- 
nection with state commissions and otherwise 
and have never found it necessary to resort 
to the use of the symbol under discussion. 

“It is indeed significant that the courts 
have not indulged in the use of the term 
although they have frequently been called 
upon to construe the meaning of the word 
‘and’ as well as the word ‘or’ and have occa- 
sionally held ‘and’ to mean ‘or’ and con- 
versely, in order to carry out the meaning of 
the parties. 

“It is likewise significant that the term so 
rarely appears in legislative enactments. The 
Legislative Bill Drafting Commission of the 
state has quite consistently opposed its use. 

“The question might well be asked: Why 
make an exception in case of a contract or 
other instrument? 

“Assume that a seller agrees to deliver 
goods by rail or water or by rail and water. 
It might be urged that if the word ‘or’ is 
used, all of the goods must be delivered by 
rail or all of the goods must be delivered by 
water. It might also be urged that if the 
word ‘and’ is used, the contract could not be 
performed for the reason that the same goods 
could not be delivered both ways. So the 
term ‘and/or’ is used apparently with the 
idea that the situation is clarified. 

““A cumbersome sequence of words would 
not be required in order to obviate the use 
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and tremendous potentialities. In ren- 
dering these several functions it cannot 
serve as sole panacea for the problems 
mentioned above but may enhance the 
effectiveness of the efforts of financial in- 
stitutions in coping with these problems. 
The significance of these functions should 
serve to encourage bankers now adver- 
tising to extend their programs and those 
bankers not now advertising to utilize 
the potentialities of financial advertising 
for the benefit of their institutions. 


Our Mental Inertia 


of the term. The seller could have agreed to 
deliver the goods by ‘rail or water or both.’ 

“Suppose that the seller wishes to ship 
part of the goods by rail and part by water. 
The question still remains as to whether or 
not the use of the symbol would permit divis- 
ibility in deliverance. To meet this situa- 
tion the seller might agree to deliver ‘by rail 
or water or party each way.” These are exact 
words and seemingly much more preferable 
than the suggested symbolical expression 
which reminds one of the characters found 
in some foreign languages.” 

Recent issues of the American Bar Asso- 
ciation Journal have contained discussions 
relative to the growing use of the term “‘and/ 
or.’ This use has resulted in a division 
among lawyers and others. One group, favor’ 
ing the term, has been called the “Andorians.” 
The other group, not favoring but rather 
opposed to the term, has been called the 
“Anti-Andorians.” The subject was con 
sidered editorially and numerous letters were 
printed setting forth arguments pro and con. 


“GREATEST FAMILY IN THE 
WORLD” IN NEW EDITION 


Over one million copies of “The Greatest 
Family in the World,” Volume I of the Man’ 
hattan Library, a series of booklets on funda- 
mental economic factors affecting the progress 
and prosperity of the United States, issued by 
the Bank of Manhattan Trust Company, New 
York, have been distributed. Owing to the 
steady demand for this volume, which is of 
particular interest to insurance men, the mate- 
rial contained in it has been brought up-to- 
date in a new edition. 

This booklet has been characterized by 
many insurance executives as one of the most 
important contributions ever made to the cause 
of life insurance. 
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Bank and Police Co-operation Stops 
a Kidnapping 


A True Story That Seems Stranger Than Fiction 


By 


HE recent arrest of two armed 
kidnappers in the lobby of the First 
and Merchants National Bank of 
Richmond, Va., before the criminals 
were able to put up a fight, furnishes one 
of the neatest and quietest pieces of bank 
and police co-operation on record. 

The story, which will doubtless fur- 
nish the background for numerous highly 
embroidered accounts in the detective 
story magazines for years to come, boils 
itself down to the following facts: 

On the evening of August 1, George 
N. Davis, a sixty-five-year-old Rich- 
monder now residing near Lewisburg, 
W. Va., was duped by a young man 
posing as an internal revenue agent into 
leaving his home, to confer with him at 
a near-by hotel in regard to his income 
tax matters. The deception was rela- 
tively simple because, Mr. Davis said, he 
seemed to know more about his private 
affairs than he himself did. Accompany- 
ing him to the conference with the 
stranger were R. K. Robinson, superin- 
tendent of an orphanage in Lewisburg, 
and M. L. Jarrett, an attorney of that 
town. But the supposed agent convinced 
Mr. Davis that the matters to be dis- 
cussed were of such a closely personal 
nature that the others should remain out- 
side, so they waited downstairs. After 
the conference the attorney left them 
and Messrs. Davis and Robinson re- 
turned to the Davis home about ten 
o'clock at night; but as they drove up to 
the gate they were met by the same man 
(agent), now armed (and reinforced by 
two other men). The first two forced 
their way into Mr. Robinson’s car and 
threatened to kill Mr. Davis unless he 
gave them money as ransom. One of 
the men, to emphasize his intentions, 
fired a shot in the air. 
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Mr. Davis told the men that all his 
ready cash was in Richmond and the ex- 
tortionists immediately headed the car in 
that direction with their two captives, 
the car being driven by one of the kid- 
nappers. 

A short distance from the Davis home, 
the bandits, at the point of guns, robbed 
both Mr. Davis and Mr. Robinson of 
what money they had with them. 

As they again started off they were 
followed by another car driven by the 
third individual, since arrested and iden- 
tified as “Raymond Prayther” of Charles- 
ton, W. Va. This car which Mr. Davis 
believed to be heavily armed was lost 
sight of on the way to Richmond. The 
three hundred mile drive at night was a 
wild one, punctuated with several nar- 
row escapes on mountain roads. At 
about three o'clock they stopped by a 
negro cabin and had coffee; and later 
had breakfast in Blackstone, the two 
captives being constantly “covered” by 
revolvers in the pockets of their ab- 
ductors. Near Blackstone the kidnappers 
drove to a church off the main highway 
and here held a long conference with 
their victims, endeavoring to determine 
definitely what best to do. On the road 
to the church as they passed a little 
cemetery, one of the kidnappers re- 
marked, “This may be useful and con- 
venient if something happens.” 

A further evidence of the daring of 
the kidnappers lies in the fact that they 
picked up a “hitch hiker” and gave him 
a “ride” for perhaps a hundred miles. 
He was apparently unaware of the situa’ 
tion. 

After some argument in the church as 
to the amount of ransom money, Mr. 
Davis and his kidnappers finally com: 
promised at $7500. The criminals, both 
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young, were extremely daring in their 
handling of the whole affair—sd much so 
that in nine cases out of ten their plan 
would have succeeded. 

But Mrs. Davis and Mrs. Robinson, 
after the gun play in front of the Davis 
residence, naturally became extremely 
anxious when their husbands did not re- 
turn. Mrs. Davis, an invalid, started 
the monkey wrench toward the machin- 
ery of extortion when she telephoned 
C. H. Thompson, president of the Ron- 
ceverte National Bank, of which Mr. 
Davis had formerly been an officer. Mr. 
Thompson telephoned to an intimate 
friend of Mr. Davis living near Rich- 
mond; this friend, in turn, telephoned 
to Fred G. Mitchell, assistant manager 
of the savings department of the First 
and Merchants National Bank, and in- 
formed him of the kidnapping. 

Meanwhile the kidnappers had ar- 
rived with their men and registered at a 
hotel in Richmond. It was ten o'clock 
in the morning; they were hundreds of 
miles from the first scene of the crime 
and the coast seemed clear. As an extra 
precaution, one of them went to the state 
motor vehicle police headquarters to in- 
quire if a report of the car’s theft had 
yet been received; it had not. 


Mr. Davis was ordered to telephone 
from a room in the hotel to the bank 
and instruct one of its officers to per- 
sonally deliver to him the required 


funds. Neither of the officers he asked 
for was in. Mr. Davis then used his 
persuasive powers to convince the kid- 
nappers that the only way to get the 
money was to go to the bank. They at 
last agreed and instructed him to say 
that he had bought some land from them 
and wanted funds with which to pay 
them. 

“I believe the bank will take care of 
me,” said Mr. Davis. “They always 
have.” 

The bank did—though not in the way 
the kidnappers anticipated. At about 
eleven-thirty, after the kidnappers had 
worked out their entire strategy and Mr. 
Davis had “stalled” for time as long as 
possible, Mr. Robinson was forced to 
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telephone the bank that Mr. Davis was 
coming for funds. Mr. Mitchell, to 
whom he talked, answered, “We're 
ready,” and he then telephoned the de- 
tective bureau and asked that some men 
be sent over immediately. 

A few minutes later Mr. Davis en- 
tered the bank with the man known as 
“Jack Liggett” following at his elbow. 
Mr. Mitchell went into the lobby to 
meet Mr. Davis who said that he was in 
an extreme hurry and wanted to know 
the amount of his savings account bal- 
ance as he wanted to withdraw $7500 
in cash immediately. Mr. Mitchell took 
Mr. Davis to his desk, closely followed 
by Liggett. While talking about the 
amount he wanted to withdraw, Mr. 
Mitchell asked Mr. Davis in an under- 
tone if he knew the man at his side and 
he replied “No.” He then asked where 
Mr. Robinson was. “In the lobby,” 
said Mr. Davis. Accompanying Mr. 
Robinson and “covering” him was the 
second criminal known as “Carl Whit- 
tington.” 

Mr. Davis then said something about 
wanting to borrow a thousand dollars. 
Mr. Mitchell informed him that in that 
event he would have to talk with a senior 
officer and took him to a vice-president’s 
desk as he was anxious to be able to in- 
struct the police when they arrived. 

Then Mr. Mitchell turned and, ap- 
proaching “Jack Liggett,” took him by 
the arm and asked him if he could tell 
him why Mr. Davis was so excited. He 
replied casually that they had gotten up 
early that morning and that Mr. Davis 
was in a hurry and had told him to “step 
on it” and that Mr. Davis was excited 
over the fast driving on the way to Rich- 
mond. Mr. Mitchell said that Mr. Davis 
would be over that in a few minutes; 
and that he himself had some customers 
coming to his desk and would see Liggett 
and Mr. Davis a little later. 

The “customers” were three plain 
clothes officers—Cousins, Anthony and 
Bailey—whom Mr. Mitchell saw enter- 
ing the lobby. After they were seated 
Mr. Mitchell pointed out Liggett and 
Mr. Davis to them and told them that 
Mr. Robinson was somewhere in the 
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lobby—*covered,” he presumed, by an- 
other kidnapper. 

The detectives filtered through the 
crowd of customers and located Mr. Rob- 
inson and his captor. But Mr. Davis was 
under such close surveillance by Liggett 
that it took several conversations between 
the detectives and Mr. Davis, Mr. 
Mitchell and Liggett before the former 
were convinced that it was safe to make 
an arrest and that it was not all a “false 
alarm.” Finally, as Liggett started to- 
ward a water cooler, one of the detec- 
tives seized him before he could draw 
his gun. 

One of the other detectives, having 
located Mr. Robinson, was arresting 
“Whittington” when Mr. Mitchell 
reached into “Whittington’s” pocket and 
pulled out the automatic which he had 
in his left hand. 


All of this was accomplished so quietly 
that it caused no alarm or confusion 
among the customers. Disarmed, the two 
criminals were taken to police head- 
quarters and, under questioning, “Lig- 
gett” admitted that he was Harley O. 
Curry, Jr., a native of Greenbrier, W. 
Va., who had become involved in rum 
running in Charleston, W. Va. “Carl 
Whittington,” his companion, was identi- 
fied as William Craft of Wheeling, 
W. Va. 

The charge on which they were held, 
robbery with a deadly weapon, is pun- 
ishable with death in Virginia, as is kid- 
napping. 

There may or may not be the much 
talked of “perfect crime”; certainly this 
was as near a case of perfect crime pre- 
vention as is likely to take place for 
some time to come. 


Federal Home Loan Debentures 


DEBENTURES to be issued by the Federal 


Home Loan Bank System will be among the 
soundest securities ever offered to investors, 
Philip Lieber, Shreveport, La., first vice-presi- 
dent of the United States Building and Loan 


League, points out. Citing the provisions of 
the act which created the system, the building 
and loan official shows that every $100,000 
worth of such bonds will be secured by first 
liens on units of residential real estate with 
total value of at least $285,000. 

The date of the issuance of the first of 
these bonds has not been announced, but 
the Home Loan Banks will depend upon 
this source of funds as soon as the original 
stock subscription of $134,000,000 has been 
used and these banks are scheduled to open 
October 15. Indications of a great demand 
for home loans, as high as $875,000,000 a 
few months ago, point to an early resort of 
the new system to sale of debentures. 

“The Federal Home Loan Bank Act says 
that every $100 in bonds issued must be 
secured by $190 worth of home mortgages in 
the possession of the Home Loan Banks,” 
said Mr. Lieber. “This means $190 of home- 
owner obligation-to-pay, back of each $100 
bond. To understand the unprecedented safety 
represented by this ratio, let us see how the 
Home Loan Banks will come to hold these 
home mortgages. 

“The mortgages are pledged to the banks 
by building and loan associations and other 


home lending agencies eligible to participate 
in the system. For example, a building and 
loan association holds a mortgage on a $5000 
owner-occupied home, on which the borrower 
still owes $3333. He pledges this mortgage 
to the Home Loan Bank as security for a cash 
loan of not more than $2000, or 60 per cent. 
of the $3333 outstanding. This $2000 loan 
is 40 per cent. of the $5000 appraised value 
of the home property which is the original 
security behind the loan. This is the max- 
imum loan which the law permits a member 
institution to obtain from the bank. 

“The Home Loan Bank having made this 
advance of $2000 to a member building and 
loan association, now holds the mortgage on 
which the amount outstanding is $3333. 
Against this holding, following the provision 
in the act for $190 security behind each $100 
in bonds, the Home Loan Bank System can 
issue not more than $1754 worth of deben- 
tures. The relation between the $5000 value 
of the home property and the $1754 max’ 
imum possible debentures is 285 to 100. 

“This example is taken to show the safety 
of the bonds under the least favorable condi- 
tions permitted by the law. In a majority 
of cases the 60 per cent. of the amount out- 
standing on a mortgage which the bank is 
permitted to advance to a member association 
will be less than 40 per cent. of the value of 
the home, and consequently there will be 
an even greater property value back of the 
bonds as a rule.” 
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Morris Plan Holds Annual 


Convention 


some thirty states and a hundred 
cities assembled in Washington 
during the last four days of September 


A GROUP of bankers representing 


the proposition that the non-propertied 
classes of the community warrant access 
to the monied capital of that community 
through high-class financial institutions, 


and there, in an atmosphere that for 


more than two years 
has been oppressively 
surcharged with the 
recurrent storms of 
matters banking and 
financial, quietly went 
about the business of 
having a convention. 
It was not only a 
calm convention of 
orderly discussion and 
conservative speech- 
making. It was also 
a pleasant and an 
optimistic convention. 

This particular 
group of bankers 
talked a financial lan- 
guage that may have 
an unfamiliar ring to 
the average banker. 
But they had one 
thing that can be un- 
derstood and admired. 
A record of unre- 
stricted public service 


HE Morris Plan banks, de- 

signed to meet a demand 
for financial service outside the 
domain of commercial banking, 
have made an impressive record 
of success, as indicated by the 
following facts. Morris Plan 
banks and companies with capi- 
tal and surplus now in excess 
of $30,000,000 with total re- 
sources of $190,298,879, are 
now operating in 140 cities of 
the United States, doing a vol- 
ume of business of approxi- 
matsly $200,000,000 per annum. 


These institutions have loaned 
more than $1,800,000,000 to 
8,065,000 individuals, and this 
sum has been repaid by the 
borrowers with a loss to the 
institutions of less than one- 


fourth of 1 per cent. More- 
over, the customers of these in- 
stitutions have saved over a 
billion dollars, one hundred 
million dollars of which is now 
invested in the savings certifi- 
cates of these institutions.— 
Editor. 


and at reasonable rates. 


He believed 
that the average man 
and woman was fi- 
nancially honest and, 
with dependable earn- 
ing power, would re- 
pay the obligation if 
afforded the proper 
opportunity to do so. 

In 1910, after a 
great deal of persua- 
sive effort, Mr. Mor- 
ris succeeded in find- 
ing a few _ public 
spirited men in Nor- 
folk, Va., who recog- 
nized the potential 
value to the -commu- 
nity of such an 
institution. _ Finally, 
$20,000 of capital, 
including his own 
substantial contribu- 
tion, was raised, and 
the Morris Plan Bank 
of Norfolk was estab- 
lished in April of that 





and unblemished  se- 

curity. A record of 

steady earnings for their stockholders, 
an unbroken record of interest payments 
to depositors with never the loss of a 
penny of principal or interest to any de- 
positor, at any place, at any time, or 
under any circumstance. Such is the 
record that the Morris Plan of Industrial 
Banking left in Washington. 

Arthur J. Morris, founder of the 
plan, has traced the ancestry of modern 
industrial banking to the so-called 
Scotch credit system first inaugurated 
in 1730, 

And on this sound and tested basis he 
has built a banking system dedicated to 


year. 

The Morris. Plan 
of Industrial Banking succeeded from 
the start and it attracted a considerable 
amount of interest throughout the coun- 
try with the result that similar institu- 
tions sprang up in other communities. 
These institutions have loaned almost 
two billion dollars to the masses, who 
would otherwise be without banking fa- 
cilities of this sort, with a loss to the 
institutions of less than one-fourth of 
1 per cent. 

The Morris Plan Company of New 
York, which is, quite naturally, the 
largest of Morris Plan institutions, has — 
a capital and surplus of $3,300,000; 
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has savings certificates outstanding of 
approximately $30,000,000, and lends 
approximately $40,000,000, a year, and 
employs an operating staff of several 
hundred persons. It is conservatively 
estimated that Morris Plan facilities, 
in providing this volume of loans an- 
nually, amounting to almost $200,000,- 
000, to deserving families of character 
and earning power, are saving such 
people at the least minimum $50,000,- 
000 per annum and more, which repre- 
sents the excess in interest they would 
have to pay to lending companies and 
to loan sharks, if these Morris Plan 
facilities were not available. 

An analysis of the two billion dollars 
which the Morris Plan banks have loaned 
to the public brings forth the striking 
fact that more than 52 per cent. of the 
total amount loaned has financed the 
buying power of the masses. The bal- 
ance of approximately 48 per cent. has 
financed the solution of human problems, 
brought about by sickness, death and 
other human necessities requiring money 
relief. Books could be written on the 
human purposes financed by Morris Plan 
banks. It has been an interesting de- 
velopment of human agency and human 
psychology to observe the extent to 
which Morris Plan banking facilities and 
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the extension of credit on character and 
earning power, thereby manifesting the 
bank’s faith in the individual, has re- 
stored self-respect and individual deter- 
mination. 

The credit extended to borrowers who 
have utilized these funds for construc- 
tive uses, such as the buying of homes, 
paying of taxes, the purchase of an edu- 
cation, the buying of human conven- 
iences and for business purposes, as dis- 
tinguished from the remedial or dis 
tress type of loan, has altogether served 
to educate the Morris Plan borrower 
how far he should utilize credit and in- 
stalment buying and when he should cur- 
tail such instalment obligations in the 
interests of conservative and more 
stabilized living. Morris Plan experi- 
ence, which predicates personal credit 
extended upon the individual's right to 
borrow, the extent his condition permits 
him to borrow and the purposes and the 
use to which he proposes to apply the 
proceeds from the credit extended, con- 
stitutes those considerations, which, 
when properly organized and applied 
throughout the country, are the only 
dependable factors limiting the evil of 
instalment financing and instalment buy- 
ing and which, when abused, is a curse 
to this country and its future. 


Morris Plan Bankers with President 
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Through the constructive and enabling 
medium of Morris Plan credit and the 
privilege of paying out of income what 
we need and benefit by today, it be- 
comes apparent that the Morris Plan has 
made an incalculably vital contribution 
to the consumptive machinery of this, 
the greatest producing nation of the 
world. By this system, it has been dem- 
onstrated that character and the earning 
capacity of the borrower, when care- 
fully organized and stabilized within the 
limits of each individual’s right to use 
such collateral, becomes the foundation 

' for conservative and dependable con- 
sumers’ credit. Wéithout the proper ad- 
vancement and development of con- 
sumers’ credit in this country, Amer- 
ica’s dependence on mass production, 
which means future prosperity, is hope- 
lessly lost. 

A further analysis of this two-billion- 
dollar-loan volume also will show that 
those who utilize Morris Plan banking 
facilities are mainly the great middle 
class of industrious and dependable 


workers upon whom the consumption 
structure of this country is so dependent 
—in other words, the consuming masses 
for 75 per cent. of all Morris Plan bor- 
rowers earn from $30 to $80 weekly. 
Sixty-eight per cent. of Morris Plan 


Hoover 


mn the White House lawn. 


borrowers have a fixed salary, and 32 
per cent. have a salary and commission 
or other sources of income, and 75 per 
cent. carry life insurance—the latter an- 
other tribute to the stability of char- 
acter of the Morris Plan borrower. 

Further emphasizing the collateral 
value of character and earning power as 
a basis of credit, the result of a survey 
of 10,000 Morris Plan loans, picked at 
random from the files, showed that 89 
per cent. liquidated their obligation 
faithfully and punctually, without any- 
thing but routine procedure; and that 
only 11 per cent. required some form of 
collecting service. 

This same survey also showed that 73 
per cent. of these Morris Plan borrowers 
—as to age groups—fell into the most 
productive years of from 25 to 45 years 
of age. Only 7 per cent. went to bor- 
rowers between the ages of 21 and 24 
years, which is a direct refutation of 
some theories that character credit en- 
courages the especially young man to 
plunge himself into debt. This idea is 
further exploded when we learn that 96 
per cent. of the borrowers between the 
ages of 21 and 24 years are already in 
debt when they come to the Morris Plan 
and it is the Morris Plan that straightens 
out their financial affairs, puts them once 
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again on a sound footing, and shows 
them the way to intelligent money man- 
agement. 

It has long been an established eco- 
nomic fact that 80 per cent. of the 
American adult population was without 
access to commercial banking credit, 
and it has always been the contention 
of the Morris Plan that it has brought 
legitimate and businesslike banking 
credit to the masses. This is forcefully 
proven in this same survey of 10,000 
loans, which showed that 80.5 per cent. 
of Morris Plan borrowers had no bank 
accounts before becoming Morris Plan 
customers, and such a figure becomes 
especially significant when we consider 
the financial orderliness that comes to 
the individual who borrows or invests 
under the Morris Plan. Countless bor- 
rowers, once they have liquidated their 
obligations, continue their instalment 
payments in the form of saving; and of 
this 80 per cent. who come in to the 
‘Morris Plan without other banking con- 
nections, it is obvious that a great num- 
ber will come away -vastly benefited by 
their experience and with a new appre- 
ciation of money values and financial or- 


ARTHUR J. Morris 


Founder of the Morris Plan and Presi- 
dent of the Morris Plan Company of 
New York. 
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derliness. Truly, Morris Plan has been 
a bank for the masses—for those 80 per 
cent. who were without banking con. 
nections. 

Another important factor in the 
eligibility of this 80 per cent. for bank- 
ing credit is the personal record of steadi- 
ness in employment. A total of 80.2 
per cent. of Morris Plan borrowers had 
been employed from two to six years on 
the same payroll. In other words, bor- 
rowers who have set up a splendid testi- 
monial for character, industry and steadi- 


ness of earning capacity, without the. 


Morris Plan, would be unable to cap: 
italize on these splendid assets. 

Morris Plan is this year celebrating 
the twenty-second anniversary of its 
founding, and it is now universally 
recognized as economically sound and 
a necessary part of the banking ma- 
chinery of the nation. In fact, the com- 
mercial bankers who, at the outset, 
looked askance at this radically demo- 
cratic institution are now paying it the 
compliment of adopting it as a part of 
their service to the public. 

The average Morris Plan bank is dis 
tinguished from the commercial bank by 
the fact that it does not carry checking 
accounts and does not accept demand 
deposits, although one large institution 
does supply this accommodation. The 
Morris Plan is a thrift institution which 
lends its money to those who agree to 
save with it systematically. No Morris 
Plan bank has ever failed and no deposi: 
tor has ever lost a single dollar in any 
one of these institutions. 

The precise mechanics of a Morris 
Plan loan is that the prospective bor: 
rower must first agree to become a saver 
by subscribing to an investment certifi 
cate in an amount equal to the amount 
which he desires to borrow and which 
must be paid for in weekly or monthly 
instalments during a period of twelve 
months. 

In ordinary commercial banking trans 
actions, loans are limited to a period of 
three months, but in the case of the 
average individual, twelve months 1s 
necessary to permit the accumulation out 
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of earnings of a sufficient sum to accom- 
lish a substantial object. 

The Morris Plan borrower, having 
agreed to the systematic plan of accumu- 
lation which he has described, signs a 
note for the sum to be borrowed and 
which is repayable at the end of twelve 
months. Two friends, of the same char- 
acter and earning power standard of 
the borrower, also sign his note as co- 
makers. Both borrowers and co-makers 
need not have a dollar of property so 
long as they have what the Morris Plan 
believes to be the most valuable of all 
assets: “Dependable character and 
demonstrated earning power.” 

The Morris Plan also provides a sys 
tem of protected loan service through 
the Morris Plan Insurance Society so 
that in the event the borrower dies be- 
fore paying his loan the Insurance 
Society steps in and pays the loan and 
protects the co-makers. This insurance 
coverage is at a lower cost than any yet 
devised by any other form of protection 
in this country. As far as the Morris 
Plan Company's making the loan is con- 
cerned, the Morris Plan Insurance pro- 
tection is entirely optional with the bor- 
rower. 


By the end of the year, the borrower 
has accumulated sufficient funds in his 
thrift account to pay his note. If he is 
fortunate enough to have funds avail- 
able from some other source, he may pay 
his note from those funds and receive 
the company’s full paid investment cer- 
tificate for the amount he has paid in, 
bearing interest at 4 to 5 per cent. ac- 
cording to locality. This is one of the 
distinctive features of the Morris Plan. 
The application of these payments to the 
investment certificate subscription has a 
Positive psychology, whereas if these 
payments were applied directly to the 
loan the operation would have a nega- 
tive psychology. Under the plan as de- 
scribed, the borrower goes through the 
mechanics of saving and the action pat- 
tern of saving is impressed upon his 
mind. The educational value of this 
enforced practice of thrift is a most im- 


portant social contribution of the Morris 
Plan. 

The average young man or woman 
leaves school and embarks upon his or 
her career with little or no practical 
knowledge of the all important matter 
of financial management—something 
not thoroughly taught in our schools 
and colleges. The vast majority of in- 
dividuals have no talent for thrift, but 
must learn the art of managing their 
personal affairs and of saving money and 
of building up financial independence 
by costly mistakes and by slow and sad 
experience; and a very considerable part 
of the population fails ever to arrive at 
a state of financial independence, al- 
though in this land of opportunity such 
independence is attainable for any one 
of normal mental and physical health. 

The statistics show that a large pro- 
portion of all individuals in the country 
over 60 years of age are dependent on 
others for support. 

While the Morris Plan pursues a lib- 
eral policy in the matter of extending 
credit, it insists with firmness that the 
individual meet the terms of his under- 
taking with respect to the accumulation 
of the fund out of which his loan is to 


WALTER W. HEap 


President, Morris Plan Corporation of 
America. 





IJ hold with the founders of The Morris Plan system 
that private credits should be keyed upon earning 
capacity and that they should be self liquidating with- 
in the shortest period consistent with the reasonable 
convenience of the borrower. 


“The fact no single Morris Plan Bank has failed 
during these difficult days is worthy of mention. Your 
notable business expansion is in itself a testimonial 
far more convincing than any compliment I might 
endeavor to pay you.” 


Excerpt from Adress—William N. Doak, Sec’y of Labor, 
Washington, D. C. 1932 
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C—INVESTMENT 
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be repaid; and if he fails to make his 
periodic payments on time, the company 
takes prompt and firm measures to hold 
him to his obligation. It does this not 
only from its own self-interest, but also 
with a view to impressing the borrower 
with the importance of establishing his 
credit responsibility. 

One of the most important and difh- 
cult problems in the operation of the 
Morris Plan is the question of how 
much money they can properly lend to 
a particular individual. The Morris 
Plan banks have evolved sound judg- 
ment as to the credit responsibility of 
the wide variety of individuals who 
come to them for credit accommodation, 
and while they have not yet succeeded 
in reducing this judgment to a definite 
sientific formula, it may be of interest 
to note some of the factors to which 
they give attention. 

In the first place, they only make 
loans to those who have a steady source 
of income; for, while they require the 
borrower to obtain the signatures to his 
note of two co-makers, yet the loan itself 
is predicated upon the ability of the 
borrower to accumulate the sum neces- 
sary to repay his loan and the signatures 
of the co-makers are solely for the pur- 
pose of guaranteeing the borrower's per- 
formance of his obligation. 

Some of the important facts which 
affect the question of credit responsibil- 
ity are the amount of income and the 
amount of necessary living expenses, the 
seasonal nature of the employment 
which affects the regularity of income; 
the element of responsibility which is 
involved in the nature of the employ- 
ment itself; and the applicant’s credit 
record with other institutions, or with 
the Morris Plan institution itself, al- 
though a large proportion of the indi- 
viduals who apply to the Morris Plan 
for loans are persons who have no credit 
records as they have not had previous 
credit transactions. 

They study the individual's situation 
first to see if he is entitled to any credit; 
and, secondly, to determine whether he 
is endeavoring to borrow either too 


much, or too little. One would suppose 
that the great majority of borrowers 
would apply for more money than they 
are entitled to; whereas, they find, in 
actual practice, that a great many bor- 
rowers apply for less than their situa- 
tions really warrant, or require, as they 
have the erroneous impression that the 
smaller the amount applied for, the more 
likely the loan will be granted. 

The fact. is, however, that the Morris 
Plan frequently declines to make a small 
loan because it would be insufficient to 
clean up the borrower's indebtedness 
and would leave numerous other obliga- 
tions unliquidated; whereas it would be 
willing to lend the same individual a 
larger amount which would be sufficient 
to clean up all of his indebtedness and 
give him a fresh start with one consoli- 
dated obligation which he would repay 
through their plan of systematic accumu- 
lation. 

Another interesting phase of Morris 
Plan operation is the matter of the cost 
of a Morris Plan loan. 

The charges are prescribed by law 
in the various states in which they op- 
erate. In New York, for example, the 
charge is 6 per cent. discount on the 
face amount of the loan, together with 
a separate small fee to cover the cost of 
investigating the credit responsibility of 
the borrower. 

This investigation, or service charge, 
amounts to $1 for each $50 borrowed, 
but with a maximum fee of $20. This 
maximum is reached at $1750 so that 
the fee charged for a $5000 loan, which 
is the largest loan which they make, is 
only $20, or less than one-half of 1 per 
cent. Their average investigation or 
service charge is approximately $5. This 
not only covers the cost of investigating 
the credit of the borrower and his two 
or more co-makers, but it also covers the 
cost of investigating the numerous ap- 
plications for loans which are not 
granted, as this charge is only assessed 
when the loan is granted. 

Their rates are, of necessity, some- 
what higher than commercial bank rates 
for the reason that their business is a 
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retail business, whereas that of the com- 
mercial bank is a wholesale business. 
Their average loan is approximately 
$300, whereas the average commercial 
bank loan is nearer $10,000. 

Many financiers and economists who 
have studied the Morris Plan operation 
have been amazed at the low level of 
their charges and the fact that they are 
able to show a satisfactory profit with 
such low charges. This has been made 
possible only by the fact that they have 
evolved a very skillful technique for 
handling all the multiplicity of details 
connected with this business in an ex- 
peditious and economical way. 

So much for their loans. Distinct 
from the lending function of the Morris 
Plan is its function and its facilities for 
systematic saving. In the majority of 
Morris Plan banks, all customers who 
systematically invest their funds in the 
Morris Plan bank earn on these savings 
on an average of 5 per cent. per annum. 


265,000 


poses which has increased the 
business of the community by 
that amount. 


They have the right to withdraw these 
funds and receive interest up to date of 
withdrawal on thirty days’ notice, and 
while the company reserves the right to 
limit the number of withdrawals in any 
month to parallel the net receipts of the 
preceding month, this is an emergency 
measure for the protection both of the 
public and the bank. 

The Morris Plan has often been de- 
scribed with cryptic accuracy as simply 
a savings and lending bank which saves 
the money of the people and lends the 
money back to them at economical rates 
of interest on terms consistent with their 
earning power, with only character and 
the earning power of the borrower and 
two of his friends as security. Atten- 
tion is called to the fact that in the mod- 
ern development of finance in America 
no other institution, other than those 
imitating the Morris Plan, has ever 
offered combined savings and lending 
facilities to these same classes of cus- 


people 
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tomers, as was originally designed and 
undertaken by the Morris Plan system 
of industrial banking. 

The net profits of Morris Plan banks 
range from 1 to 2 per cent. on the face 
amount of their loans; this variation 
being due to differences in volume and 
differences in operating costs such as the 
cost of money, rentals and other items 
which vary among localities. 

The outstanding achievement of the 
Morris Plan, from the sociological view- 
point, is that it has demonstrated the 
economic validity of consumer credit; 
i. e., credit extended to the individual to 
permit him to satisfy his needs and 
wants. In other words, it has proved 
to be good not only for the individual 
himself, but also for mass producers. 

The Morris Plan was the pioneer in 
America in the development of con- 
sumer credit. Consumer credit, as now 
practiced by millions of American wage- 
earners, has demonstrated and taught 
American industry what is meant by 
mass consumption. Mass consumption, 
that is, the consuming power of present 


and potential Morris Plan customers, 
has made it possible for large industrial 
enterprises in America to develop mass 
production, which, when properly stabi- 
lized and systematized, carries incalcu- 
lable advantages and benefits to the 
wage-earner. Better living, _ higher 
wages, a contented people, altogether 
are largely indebted to stabilized mass 
production. It therefore follows as the 
night follows the day that they cannot 
continue mass production without con- 
sumer credit. 

We all know that machinery ampli- 
fies a man’s powers and that the progress 
of America is due largely to the fact 
that the universal use of machinery in 
this country has resulted in a per capita 
production several times greater than 
that of any other nation in the world. 
A man’s power may similarly be ampli- 
fied by the proper use of his credit 
capacity, and the Morris Plan has made 
it possible for the man who is worthy 
of credit to borrow a part of the social 
capital to advance his undertakings. 

The man or woman who, for the first 
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time, discovers that his reputation as 
being a reliable worker has a credit 
value, obtains a new realization of his 
worth. His self-confidence grows and 
his ambition is stimulated. 

Every notable advance in civilization 
by one of the nations of the world has 
followed some event in its national his- 
tory which has stimulated the self-con- 
fidence of the citizen. 

To borrow an example from the an- 
cient world, the Athenians were in- 
spired to achieve their famed civilization 
after their defeat of the great Persian 
king of kings. This discovery of their 
own capacity by triumphing over the 
greatest nation of the world so stimu- 
lated the self-confidence of these obscure 
outlanders that they made Athens the 
center of the world’s civilization. 

That civilization, however, was far 
below the level of the present-day civi- 
lization for the very simple reason that 
four-fifths of the population were slaves, 
and it was impossible for the spirit of 
the slave population to soar beyond the 
barriers which the ruling class had 
established for it. 

In the happier age in which we live 
and from which has been banished every 
form of status which sets legal barriers 
to the rise of the individual, there are 
no limits to his development. 

The Morris Plan is one of the devices 
of our modern civilization, which en- 
larges the individual's belief in himself 
and trains him and disciplines him so 
that that belief is justified; and the true 
gratification which Mr. Morris says he 
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derives from the success of the Morris 
Plan and its extension throughout. the 
United States is the fact that it has con- 
tributed directly and positively to the 
advancement of thousands upon thou- 
sands of men and women who are today 
larger factors in the life of their com- 
munities, and who possess more of the 
good things of life and a larger share 
of happiness than would have been pos- 
sible without the help of this institution. 





The Legal Problems of Morris 
Plan Banks 


By RALPH H. RIDDLEBERGER 


banks and industrial banks gener- 

ally do not materially differ from 
those of other financial institutions. The 
unusual legal situations usually arise out 
of a variety of enabling acts. In many 
state they are organized under special 
statutes, and in such cases only are they 
faced with organic legal problems pecul- 
iar to them. As Morris Plan banks are 
seldom organized in any state unless 
under its banking laws, or other laws 
which bring them under some sort of 
banking supervision, these organic acts 
consist of amendments to existing laws, 
or elaborate special enactments, such as 
the New York Industrial Banking Act 
of 1931, and those of Colorado, Michi- 
gan, and North Carolina, and some 
other states. 

Later I shall endeavor to show the 
necessity for special acts, and the com- 
plete legal adoption of this newest 
member of the financial family. It may 
be of interest to cite a few of the ways 
in which they are enabled to operate 
in the different states. 

In such states as Missouri, Rhode 
Island, California, and a few others, 
Morris Plan banks are organized under 
the general corporation laws; in Massa- 
chusetts under the so-called Small Loan 
Acts. In Washington, D. C., and in 
Maryland they are chartered under sav- 
ings bank laws. In Ohio they operate 
as Special Plan Banks under Section 
710-810 of laws relating to banks and 
trust companies. They operate under 
the supervision of the banking depart- 
ments in some states; under the super- 
vision of the commissioner of small 
loans in others; are supervised by the 
comptroller of the currency in the 
District of Columbia, and in a few 
states are without any banking super- 


"Tse legal problems of Morris Plan 


vision at all, except that all Morris 
Plan banks are generally supervised by 
their own association or the parent 
company. 

It requires no imagination to realize 
that there are corporate problems 
aplenty in many states, particularly for 
Morris Plan officials, as all such com- 
panies operate on substantially identical 
principles. The remarkable thing is 


that it is possible at all. The explana- 
tion I think is the necessity for such 
organizations is so generally realized. 


THE ORIGIN OF INDUSTRIAL BANKING 


It is this phase of the matter that 
I propose to discuss, and in order to 
do it intelligently it is necessary to 
refer briefly to the origin of industrial 
banking, and to say: something of its 
its development. I dwell on this because 
of my conviction that the time has 
arrived to give complete legislative sanc- 
tion to these specialized institutions. 
Experience has shown conclusively that 
they are not competitive with, but are 
complementary to other forms of 
banking institutions. That this is true 
is best illustrated by the fact that the 
boards of directors of Morris Plan 
banks in nearly all cases consist of com- 
mercial bankers, savings bank officials, 
and representatives of other forms of 
financial institutions. There are in- 
herent functional reasons why such 
banks will not become serious competi- 
tors of existing institutions, which are 
too numerous to be discussed here. 

As in other things, financial institu- 
tions are the creatures of our necessities. 
It is rather singular that the industrial 
bank, as such, was so late a comer 
in America. This was probably due 
to the imperative need to develop com- 
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mercial banks to keep pace with the 
development of our great natural re- 
sources. Whatever the reason, long 
after we became an industrial nation, 
the wage earner and salaried man had 
no institution to which to go to borrow 
money to meet his critical needs, 
whether they were remedial or con- 
structive. We had developed certain 
specialized forms of financial companies 
to which he could go to borrow money 
on his home, or to build one, but that 
was about all. I do not include pawn 
brokers and certain personal loan com- 
panies because they operate on their 
ewn capital and cannot legally take 
the public’s money in the nature of 
deposits. To meet economic crises, 
such as those caused by illness, death, 
idleness, etc., he was nearly always 
compelled to repair to the private money 
lenders, who because they were operat- 
ing extra legally, or because their 
charges were unregulated, and conse- 


quently nearly unlimited, were called 
loan sharks. 

For generations nearly every country 
in Europe had established industrial 
banks to meet the needs of their indus- 
trial population. In Germany were the 
Raiffeisen, and Schulze-Delitzsch banks: 
in Italy the Luzzatti banks; in Scotland 
the Konto-Kurrent, and in nearly all 
other industrialized countries, some in- 
stitution had been formed, or adapted 
to afford such men banking accom- 
modation. 

Mr. Morris was the first man in 
America to attempt tu do this, through 
the institutions bearing his name. He 
avoided the pitfalls of state aid and co 
operative effort, and adopted the stock 
form of banking institution. 

Obviously as there were no statutes 
in existence giving legal sanction to such 
institutions, the founder had no option 
except to formulate the principles which 
should govern such an institution, and 


LAID to ENDURE— In this year of 1932 A.D. 


The Morris Plan of Industrial Banking 


laid its first cornerstone more than 22 
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years ago. Across its face was en- 


graved—Principle. 


Today in this year of 1932 Morris Plan 
lays another cornerstone. And across 
its face is engraved—Security. 


The first cornerstone has made pos- 
sible the second. The second has 
brought into stronger relief the first. 
And upon them both will be builded 


the Greater Morris Plan of Tomorrow. 


Morris Plan's Security of today is se- 
curity rising from the baptismal fires of 
war, panic and depression. Severe as 
have been the strains and the assaults 
of the past twenty years, and particu- 
larly of the past three years, Morris 
Plan’s record today is an unblemished 
record of safety for its depositors and 
of undiminished consideration for its 
borrowers. 


The Morris Plan Corporation of America 
Graybar Building, New York City 
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then proceed to organize them as he 
could. That the group form of loan 
to industrial borrowers was as safe 
as other forms of banking credit had 
been known by all intelligent bankers 
for many years. Mr. Morris’ initial 
problem was to establish some form of 
supervision of such institutions until 
bankers and legislators insisted on legal 
recognition and brought such institu- 
tions under banking supervision. To 
accomplish this, he decided to create 
a system by granting franchises, and 
thus be in a position to maintain certain 
standards of operation. The result is 
The Morris Plan Group of Industrial 
Banks. All are separate and distinct 
corporate entities, operating under dif- 
ferent kinds of organic laws, in 140 
cities throughout the country, with many 
branches in individual cities. 

There are many other 
banks likewise operating under a medley 
of statutes. I have endeavored to show 
the necessity for such institutions with- 


MORRIS 
PLAN 


is completing its sixteenth year of 
service to Lawrence Community, a 
service of opportunity to those who 
desire funds and are willing and 
able to liquidate their obiigations 
during twelve months or less. 

It also makes easily possible the 
accumulation of capital, either by 
weekly payments or cash in mul- 
tiples of $50, evidenced by Cer- 
tificates bearing 5% interest from 
date of purchase, with refund of 
Massachusetts Income Tax. 


THE LAWRENCE 
MORRIS PLAN COMPANY 
204 Essex Street 
LAWRENCE, MASS. 


License 21 
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out going into details as to the terrible 
burdens placed on the wage earner 
and salaried man under the old system 
of the private money lender. 

I would like to say a few words 
as to the soundness and growth of these 
institutions, and about the people who 
are dependent on them to demonstrate 
the necessity of an adequate industrial 
banking act in every state in the Union. 

First, let us consider briefly the 
importance of industrial banks from 
the viewpoint of the money involved. 
The funds are furnished largely by 
the same class of people who borrow. 
The Morris Plan banks alone have 
$80,000,000 on deposit, a total working 
capital of $136,000,000 and lend each 
year in round figures $200,000,000, 
which represents approximately 800,- 
000 loans per annum. It is estimated 
that industrial banks, other than Morris 
Plan, lend $160,000,000 per year to 
over 500,000 people. 

If we remember that these loans are 
to people gainfully employed and in 
most cases married, it is probably no 
exaggeration to say that these institu- 
tions in the short space of twenty-two 
years since the first one started with 
a capital of $20,000, today directly 
affect the welfare of millions of people. 

As to the soundness and safety of 
such banks, there is not the slightest 
doubt. During this unparalleled de- 
pression, not a single Morris Plan 
company has failed, and it is the proud 
boast of that group that no depositor 
or certificate holder has ever’ lost a 
dollar of his money. Their loss ratio 
compares favorably with other banking 
institutions, and averages less than one 
half of one per cent. As to their 
liquidity, one three hundredth of their 
outstandings is paid to them ‘each work- 
ing day. They are self liquidating 
within a year. Certainly they do not 
compare unfavorably with other sound 
financial groups. 

With such a record thev are plainly 
entitled to full and complete recogni- 
tion as Industrial banks, and enabling 
acts should be passed in all the states 
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to fully protect the already large invest- 
ments and deposits of the public. When 
that is done they should be stimulated 
and encouraged to expand and develop, 
and should be unhampered in their 
growth. I think it is safe to say that 
in another twenty years these banks 
will directly affect the welfare of a 
greater number of people than any 
other single financial agency. 

It is of more importance to the public 
than to the banks that they should 
receive intelligent legislative attention. 
Their popularity is such that they 
appear to grow soundly in any sort 
of legal soil. To regard them as small 
loan agencies, instead of realizing that 
they are banks, dealing in longer 
maturities amortized monthly results in 
the organization of banks insufficiently 
capitalized, and with irresponsible direc- 
tion 

In spite of their unparalleled growth, 
and their record for financial stability, 
the banker and the legislator are largely 
unaware of their growing importance. 
In many cities it is reasonably certain 
that Morris Plan banks alone have had 
dealings with at least one out of every 
five families. 

The industrial banking statute re- 
cently passed in New York State regu- 
lates these institutions in every respect 
as thoroughly as banks and trust com- 
panies. In fact, with respect to reserves 
and the ratio of capital and surplus 
to deposits, the law goes a step further 
than is usual. The industrial banking 
companies offered no objection to such 
provisions, as most of them met such 


requirements before the law was passed. 
In most respects it is an admirable 
statute. In some aspects, however, the 
act is defective and illustrates the 
timidity and fear regarding anything 
new felt by those responsible for such 
enactments. But these defects will be 
cured in time, as a result of greater 
familiarity and experience. In many 
of the states they have every privilege 
other banks enjoy, and_ singularly 
enough in most of those states the 
regulations are not as strict as they 
are under the New York statute. 

While some commercial banks have 
organized industrial banking depart- 
ments, very few have met with any 
substantial su and most of them 
are promptly abandoned or allowed to 
languish. There are many reasons for 
this, too numerous to mention here, 
but they are sufficient to convince most 
students of the movement that the task 
is best performed by banks specializing 
in the business. 

With the continued growth of these 
banks will come the solution, in all 
probability, of many of the problems 
involved in mass production and instal- 
ment credit. The man in the street is 
not slow to realize that it is cheaper 
to borrow money and pay cash for 
legitimate and soundly economic pur- 
chases. He will borrow where he will 
receive expert advice as to budgeting 
and guidance which will guard him 
against unduly pledging his future in- 
come. Such a practice is likely to be 
of great benefit to the mass of con- 
sumers as well as the mass producer. 


/ DEFINITE POLICY OF 
/AMPARTIAL and EFFICIENT 
SERVICE to meet every 
INDUSTRIAL BANKING need. 


62 FRANKLIN STREET 





Morris Plan Insurance — What It Is 
and How It Works 


By Henry H. Koon 


President Morris Plan Insurance Society. 


HE security of insurance of all 

kinds depends on the economic 

value of that which is to be in- 
sured. 

Thus, life insurance, in its final analy- 
sis, depends on its security as an institu- 
tion, on the money value of human life. 
It is not enough that the life to be in- 
sured be a healthy one. Many a tramp, 
constantly living in the open, could 
qualify on that score alone. But, since 
he has no earning capacity, his death does 
not spell an economic loss to society, or to 
a family, or a business and, therefore, he 
is not a suitable life insurance risk. This 
example will serve to illustrate the basic 
relationship to the conduct and sound 
business methods of a life insurance 
company. 

Ever since its early beginning in the 
Middle Ages, and indeed in the days of 
ancient Rome, life insurance, even as 
then constituted, recognized that basic 


Henry H. Koun 
President, Morris Plan Insurance Society. 


principle. True enough, the structure 
was clumsy, the mortality tables, if any, 
upon which it was based were predi- 
cated upon haphazard assumptions, and 
yet the kernel of truth that there is a 
law ot mortality underlying human life 
is so sound, that it enabled insurance 
companies to function successfully, even 
then, and, indeed, to flourish for the 
last 300 years. 

It remained, however, for the aggres- 
sive enterprise of Americans to cause the 
structure to grow more rapidly here than 
anywhere else in the world. The result 
is that the total transactions in life in- 
surance cover some 30,000,000 of lives. 
They amount to about $15,000,000,000 
of insurance. In the main, commercial 
insurance, as ordinarily understood, ad- 
dresses itself to the protection of human 
life in favor of those dependable upon 
that life—wife, children, dependent 
parents, business associates. 

It so happened, however, during the 
development of American business and 
notably that form of industrial banking, 
commonly known as the Morris Plan, 
that a new application of insurance prin- 
ciples was discovered, inaugurated and 
made effective. 

It was found that borrowers on the 
Morris Plan, who are required to have 
two co-makers in the absence of collat- 
eral security, frequently had difficulty 
in obtaining signatures, because of the 
fear thought injected in the minds of 
friends that, in the event of death be- 
fore the Morris Plan loan were to be 
repaid, they would be held liable. 

The Morris Plan Insurance Society 
was organized in 1917 for the sole pur- 
pose of insuring the lives of Morris Plan 
borrowers, and is functioning exclusively 
with that end in view. Insurance ex’ 
perts, unaccustomed to this modern 
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form of coverage, predicted that a life 
insurance company, which devoted itself 
exclusively to this form of coverage, 
which, technically speaking, is merely 
one year term insurance for small in- 
dustrial amounts, could not be success- 
fully organized, much less flourish, have 
been amazed to learn that this society 
not only has insured the lives of some 
1,302,336 Morris Plan borrowers, and 
has issued policies to them, but has paid 
approximately $1,167,816 for death 
losses, thus relieving 2,604,672 co-mak- 
ers from liability. 

The Morris Plan Insurance Society 
started in a humble way. Its capital 
was $100,000. By conservative manage- 
ment, by observing sound underwriting 
principles, by its reliance on the de- 
pendability of Morris Plan banks, which 
they, themselves; believed good from a 
credit point of view, the mortality ex- 


R. W. Watson 


Vice-President, Morris Plan Insurance 
Society. 


The Morris Plan Company 
of Schenectady 


Capital . 


Surplus and 
Undivided Profits . 


$100,000 


75,000 


SCHENECTADY, NEW YORK 


perience of this society has been lower 
than that of the average insurance com- 
pany and its growth has contributed 
materially to the strength of its position, 
which now discloses capital, surplus and 
undivided profits of $1,391,472. 

The society is a regular legal reserve 
insurance company, which has the right 
to issue policies on any form of cover- 
age, just as any other life insurance com- 
pany, if it chooses to do so. It devotes 
itself, for the present, solely to the 
special form of insurance in the interest 
of Morris Plan borrowers. It is admitted 
to do business in twenty-six states and 
is under supervision of the insurance 
department of each of these states. 

Thus, there is added to the romance 
of life insurance, which spells such tre- 
mendous usefulness in relieving distress 
at the time of death, another chapter in 
the functioning of the Morris Plan In- 
surance Society, along lines which are 
wholly novel, but thoroughly depend- 
able, and which spell a great future for 
indemnifying losses arising through the 
deaths of legions of Morris Plan bor- 
rowers. 
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ENTERTAINMENT PROGRAM 


WEDNESDAY EVENING 


Blue Plate Supper and Get-together (Delegates, Ladies and 
Guests in Palm Room). 


THURSDAY 
For the Ladies 


Special Showing Corkran Art Gallery, conducted by Custodian. 
Visit to White House to meet the President (Entire Party). 
Sight-seeing Trip. 
Optional Bridge Party and Theater Party. 

For the Men 


Visit to White House to meet the President. 
Golf at Burning Tree Golf Club. 


FRIDAY 
For the Ladies 


Morning will be left open for visits to shops and to points not 
covered by arranged trips. List of points of interest furnished 
at Registrar's Desk. 

Luncheon, The Shoreham Hotel. 


Motor Trip to Arlington Cemetery, Visit Tomb of Unknown 
Soldier, Inspection of Lee House and Mt. Vernon. 


Bridge Supper at The Shoreham. 


Bridge Lecture, conducted by Mrs. Charles Keene, followed by 
Bridge Tournament. 
Theater Party, Optional. 


For the Men 
Golf Tournament, Burning Tree Golf Club. 
Non-Golfers to join Ladies in Motor Trip. 
Stag Golf Dinner for Men at The Shoreham Hotel. 


Presentation of Prizes. 


SATURDAY 


Morning—No Formal Program. 

Luncheon, The Shoreham (Entire Party). 

Motor Trip to Annapolis. Football Game, Navy vs. William 
and Mary College. 

Annual Banquet. 

Dancing. 

Arrangements were made for ladies to play golf at the Con- 
gressional Country Club Thursday and Friday. 





BUSINESS PROGRAM 


WEDNESDAY EVENING 
September 28, 1932 
Registration of Delegates and Ladies. 
Blue Plate Supper for all Delegates and 


Guests at The Shoreham. 7:30 to 
11 P. M. 


THURSDAY MORNING 
September 29, 1932 


9:30-10:00 Call to Order. 
Registration Committee. 
Meeting—Committees. 

10:00-10:15 Address of Welcome. Ma- 
jor P. A. Hodgson, Assistant Engi- 
neer Commissioner, District of Co- 
lumbia. 

10:15-10:30 Response. Thomas C. Bous- 
hall, Richmond. 

10:30-11:00 Presidential Address. J. Rod- 
ney Ball, Lawrence. 

11:00-11:30 Address—The Public Credit: 
Its Protection and Utilization. Hon. 
Arthur A. Ballantine, Under Secre- 
tary of the Treasury. 

11:30-11:45 Announcement of the Sec- 
retary-Treasurer, presenting a written 
report of Association's activities dur- 
ing the past year. 

11:45-12:00 Sectional Association Meet- 
ings. 

12:00 Delegates and Guests leave for 
White House. 

12:30 Reception by President Hoover, 
and Group Photograph. 

1:00 Board of Governors Meeting at 
Luncheon. 


THURSDAY EVENING 


8:00-9:00 Lie Detector Demonstration 
and Address. Leonard Keeler, In- 
ventor. 

9:00 Report of the Survey Committee. 
Presentation of New Model Morris 
Plan—What It Is and How to Use It. 
Ralph W. Pitman, Philadelphia, 
Chairman. 

Speakers: Have We Confidence in 
Industrial Banking? Arthur A. Blu- 
meyer. St. Louis; The Value of Study 
and Co-ordination, Philip W. Wooll- 
cott, Richmond; What Cleveland 
Will Do with the Survey Report, 
Thomas Coughlin, Cleveland. 

Open Forum. 


Report of 
Notice of 


FRIDAY MORNING 
September 30, 1932 


9:30 9:45 
ments. 


Routine Matters, Announce- 


9:45-10:15 Morris Plan as a National 
Movement, Walter W. Head, Presi- 
dent, The Morris Plan Corporation 
of America. 

10:15-10:45 Our Future, 
Bonnell, Baltimore. 

10:45-11:05 Soundness of Morris Plan 
Credit, Howard B. Jackson, New 
York. 

11:05-11:30 Discussion. Mrs. Grace D. 
Binder, Fort Wayne; A. C. Arm- 
strong, Duluth; Milton P. Bradley, 
New Haven; Charles H. Bryant, Des 
Moines. 

11:30-12:00 Rediscounts of Morris Plan 
Paper, Philip W. Woollcott, Rich- 
mond. 

12:00-12:15 Discussion. Howard  E. 
Gladding, Providence; Frank L. Raw- 
son, Portland; Ralph H. Riddle- 
berger, New York. 

12:15-12:30 Operation of Emergency 
Plan, Russell C. Sayre, Springfield, 
Mass. 

12:30-1:00 Discussion. Frank J. Braun, 
Springfield, Ohio; J. Frederick Green, 
Kansas City; James R. Fain, Winston- 
Salem; F. Earl Wallace, Boston; Wal- 
ter H. Johnson, Jr., Buffalo. 


Robert O. 


SATURDAY MORNING 
October 1, 1932 


9:30-9:45 Routine Matters—Announce- 
ments. 

9:45-10:30 Executive Session. 

10:30-11:00 Committee Reports, Audit- 
ing, Resolutions, etc. 

11:00-11:15 Report of Nominating Com- 
mittee. 

11:15-11:30 Election of Officers. 

11:30-12:00 Meeting of Board of Gov- 
ernors. 

12:00-12:30 Meeting of Executive Com- 
mittee. 


SATURDAY EVENING 


7:30 Annual Banquet. 


President pre- 
siding. Thomas Coughlin, Toast- 
master. . 
Address—The Working Man and His 
Financial Problems, Hon. William N. 
Doak, Secretary of Labor. 
Address—The Other Side of Bank- 
ing, Strickland Gillilan. 

Greetings from the Founder, Arthur 
J. Morris. 

Songs and Music. 
H. O'Connor. 
Dancing at Conclusion of Dinner. 
Adjournment. 


Direction George 





Morris Plan Bankers Discuss Their 
Problems 


HE deliberations of the Morris 
Plan Bankers Association Conven- 
tion in Washington were opened 
on Thursday morning, September 29, 
with an address of welcome by Major 
P. A. Hodgson, Assistant Engineer 
Commissioner, District of Columbia. In 
greeting the delegates, Major Hodgson 
alluded to his previous knowledge of 
many years’ standing of Morris Plan and 
its activities and said that he was, there- 
fore, doubly pleased to have the oppor- 
tunity of welcoming Morris Plan bank- 
ers at this time. 


PRESIDENT BALL'S ADDRESS 


A feature of the first morning’s pro- 
gram was the address of the President, 
J. Rodney Ball, who began with a trib- 
ute to George Washington and the bi- 
centennial recognition of his birth, and 


said that it was eminently proper “that 
we should gather in the City of Wash- 
ington during the bi-centennial of the 
birth of the Father of His Country.” 

Mr. Ball then reviewed at length 
Washington’s many activities as a states- 
man and financier. He discussed four 
great financial questions which faced 
Washington during his administration 
as President. 

“There was the funding of the public 
debt; the incorporating of the state debt 
incurred in the day of the Revolution; 
protection to American shipping; and 
protection to the United States Bank. 

“These problems,” he continued, 
“were all settled along lines duly ap- 
proved and urged by President Wash- 
ington. His sound and vigorous judg- 
ment upon economic questions gave 
weight to his convictions.” 

Mr. Ball said: “The Morris Plan 
Bank of Washington was the fourth in- 
stitution of its kind to open its doors.” 
He discussed its progress since 1912 and 
praised its growth and success under the 
leadership of Bertram Chesterman, 


president, who also served as general 
convention chairman. 

In his statistical report, President Ball 
stated that at the end of June there were 
107 Morris Plan banks and companies 
operating in more than 140 cities. 

“Savings deposits in these banks,” he 
said, “amounted to $80,000,000. The 
loan volume reached a total of $69,900,- 
000 for the first half year. This volume 
represents 309,599 accounts.” 

While the great majority of Morris 
Plan banks are independent entities, 
their combined capital as of June was 
$17,838,000 and the combined surplus 
$10,400,000. Total resources were 
$170,400,000. 

Mr. Ball stated that delinquency was. 
held to an almost normal condition. 

President Ball reported to the dele- 
gates that an extensive survey of prac- 
tical operations and policies of Morris 
Plan banks had been undertaken during 
the year by a committee of leading Mor- 
ris Plan bankers. 

“We have received 34,000 answers to: 
questions asked,” he said. He stated 
further that the information would be 
compiled in a manual. 

President Ball congratulated the Mor- 
ris Plan Corporation of America upon 
its appointment of Walter W. Head, 
former president of the American Bank- 
ers Asociation, as president of the 
corporation, carly this year, and the ap- 
pointment of Ralph Pitman as vice- 
president in July. 

President Ball also told the delegates. 
of co-operation with the National Better 
Business Bureau in preparation of its. 
handbook on borrowing money which 
has been issued for the guidance of the 
public in financial matters. 

He also stated that the secretary- 
treasurer of the association had made 
wide contacts with other associations, 
publishers, editors, schools and other in- 
formative bodies. 
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Mr. Ball discussed at length the sub- 
ject of legislation and laws affecting in- 
dustrial banking. 

“I would recommend,” he said, “that 
there be appointed a committee on legis- 
lation to accumulate and correlate all 
the facts concerning this broad subject 
and determine, subject to the approval 
of this body, just what legislation is 
necessary for the best interest of the 
individual banks.” Mr. Ball suggested 
a year’s investigation of legislative con- 
ditions. ' 

In concluding his address he said: 
“Banking means more to the average 
man than it did in the recent past. 
Banks are not accepted unconditionally 
because that word appears in their title. 

“This association has _ continually 
sought to impress its membership with 
the idea that the goal of our ambition 
should be to ever raise the level of in- 
dustrial banking as typified by Morris 
Plan, to the end that the highest point 
of safety and service might be reached.” 

BALLANTINE ADDRESS 

Speaking on the protection and the 
utilization of the public credit, the Hon- 
orable Arthur A. Ballantine, Under 
Secretary of the Treasury, opened his 
address by saying: 

“Every banker knows that the eco- 
nomic life of the nation depends upon 
the maintenance and flow of credit. 
Curtailment of credit has been a cause 
as well as an effect of the curtailment of 


Serving well while 
Building a Strong Bank 


OR TWENTY YEARS this bank has been serving the citizens of Balti- 
| aia providing them with a safe depository for their savings and 
supplying a loan service adapted to the budget of each individual bor- 
rower—building a strong bank while serving well. 


business and employment. It is a part 
of the vicious circle only now being 
broken.” 

Mr. Ballantine pictured the factors by 
which credit was once more being re- 
stored to the nation, through economy 
in Federal expenditures, increased taxa- 
tion, credit relief organizations, and 
other agencies each playing its important 
part. Carrying his discussion further 
he outlined definite improvements which 
these agencies had accomplished and the 
beneficial results obtained from them. In 
relation to the eventual effect of this 
governmental aid, he said: 

“It might be asked, with respect to 
the measures involving the use of public 
credit, whether they are not putting the 
Government into business. So they do, 
in a limited sense. It should be under- 
stood, however, that no agency other 
than the Federal Government could 
render the powerful help needed in this 
time, and that the help is designed to 
supplement our financial institutions, 
not to constrain or supplant them. The 
aim of the credit utilization plan has 
been to preserve and reinvigorate our 
financial and industrial structure, to re- 
store to it the strength by which it has 
in the past sustained our people in the 
highest standard of living that the world 
has ever known. It is essential that 
these protective activities of the Govern- 
ment should continue to be administered 
in accordance with that vision. They 
should not be used as an opening wedge 
for regimenting, under Government 
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discipline, the economic life of the 
country.” 


HEAD’S ADDRESS 


A feature of the Friday morning pro- 
gram was the address of Walter W. 
Head, president of the Morris Plan Cor- 
poration of America and a former presi’ 
dent of the American Bankers Associa- 
tion. 

In his speech, “Morris Plan as a Na- 
tional Movement,” Mr. Head said: 





RaLpH W. PITMAN 
Executive vice-president, Morris Plan 
Corporation of America, and president 


Morris Plan Bank of Philadelphia. 


“The very fact that we are assembled 
here today, the fact that we experience 
mutual benefits and mutual anxieties, 
the fact that we must travel together 
along the highway of Morris Plan, welds 
the seal of our nationalism.” 

Continuing his talk, Mr. Head traced 
the growth of the Morris Plan idea from 
its inception. He pointed out that, in 
the course of the last two decades, 
many influences had arisen changing the 
living habits of the great masses of 
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people, creating, in many instances, th 
need for a new order of things. He 
showed where Morris Plan filled the 
need that had sprung up for facilities 
that would operate for the benefit of the 
public should the public be suddenly 
faced, unprepared, with financial stress. 

Building on this premise of funda- 
mental soundness Mr. Head drew a pic- 
ture of the growth of our own govern- 
ment—a growth dependent largely upon 
the co-ordination of independent units. 
In this connection he said: 

“Our nation has arisen from colonial 
provincialism to world supremacy be- 
cause of one great outstanding charac- 
teristic. Long ago we discovered the 
secret of bringing consistency to the di- 
vergent principles of independence and 
nationalism. Long ago, contrary as the 
two may be in definition, we learned 
that by intelligent utilization and har- 
monious application, independence and 
nationalism produce a net result of pro- 
gressive greatness. 

“As individual independents we 
possess energy, initiative, the drive and 
the ambition born of individualism. In 
nationalism, we possess the enabling 
force, the spreading power of unity to 
lift these acts of independency ‘rom out 
of the limitations of local obscurity to 
the triumph of universal greatness. 

“In government, in our social and 
economic structure, we find the preserva- 
tion of this principle—the nourishing of 
our independent energies, but not at the 
sacrifice of national unities.” 

Then pointedly, Mr. Head pictured 
the parallel between this characteristic 
of Americans as a people and the situa- 
tion present in the Morris Plan System 
—that of independent banks working 
in harmonious relationship. Drawing 
the substances of his address together he 
approached his conclusion by saying: 

“Let us visualize, if you please, the 
future of Morris Plan. The success of 
Morris Plan is dependent upon our will- 
ingness, our desire and our ability to co- 
operate with each other to weld together 
into one great outstanding system of in- 
dustrial banking the component parts 
which now make up the Morris Plan 
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of Industrial Banking. This statement 
is not to be interpreted by Morris Plan 
bankers to mean that all Morris Plan 
banks should come under the domina- 
tion of a centralized organization now 
existing or subsequently to be brought 
into existence—(but) as we share in 
the profits and in the benefits to be de- 
rived from co-operative unity, so must 
we be prepared to assume the responsi- 
bilities which inevitably go hand in 
hand with co-operative effort.” _ 


WOOLLCOTT’S ADDRESS 


Philip Woollcott, senior vice-presi- 
dent of the Morris Plan Bank of Vir- 
ginia, presented, the same morning, an 
excellent and well prepared study on 
“Rediscounts of Morris Plan Paper.” 

Mr. Woollcott traced with precision 
the Federal Reserve spirit and policies 
and amplified on the rules and require- 
ments attendant upon membership in 
the Federal Reserve System. After a 
discussion on paper already eligible for 
rediscount, he said: 

“Tt would seem, then, that Morris 
Plan and industrial banks do have in 
their portfolios a class of paper, namely, 
retail trade acceptances or notes given 
to dealers by purchasers in payment of 
goods purchased, which is eligible as to 
purpose both in spirit and in fact, but 
it is clear also that the great majority of 
our ordinary notes made and endorsed 
by individuals for a variety of non-com- 
mercial purposes are not eligible when 
considered in the light of Federal Re- 
serve practices, the wording of the Act 
itself or even the purposes of its crea- 
tors. We should concentrate, then, on 
seeking a practical way of utilizing that 
class of our paper which is eligible as to 
purpose and so broadening the rules 
covering its eligibility as to make eligible 
a larger part of that already in our port- 
folios or which may be acquired in the 
normal course of our operations.” 

In closing his address, Mr. Woollcott 
suggested that the rediscounting of the 
“self-liquidating paper created in the 
distribution of goods by retailer to con- 
sumer handled by Morris Plan and other 


industrial banks and by many commer- 
cial banks” would be a fertile field from 
which to draw additional resources for 
the greater strength of the Federal Re- 
serve System. 


THE FUTURE OF THE MORRIS PLAN 
BANKS 


An interesting discussion as to the 
future of Morris Plan banking was a 


Howarp E. GLappING 
President Morris Plan Company of 
Providence and an active member of 

the program committee. 


feature of the Friday morning program, 
presented by Robert O. Bonnell, presi- 
dent of the Morris Plan Bank of Balti- 
more. Mr. Bonnell said in part: 

“The goodwill enjoyed by Morris 
Plan banks, as a result of their accom- 
plishments, imposes upon them a great 
responsibility, a responsibility they can- 
not avoid, a responsibility which dictates 
that they must plan their future care- 
fully and must devise a program which 
will insure the continuation of the 
sound and constructive development of 
this type of banking and the growth and 
solidity of each individual bank. 

“Every banker who has followed the 
events of the last ten years will appre- 
ciate that our future will be successful 
in proportion to the ability we display in 
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applying to our operations those funda- 
mentals which to some extent, at least, 
have been responsible for our present 
success and the care we exercise to avoid 
the pitfalls which have swallowed up so 
many business enterprises. 

“Morris Plan banks must be adequately 
capitalized and that capitalization must 
be kept in proportion to their deposit 
liabilities. Their investments in real 
estate and in banking equipment must 
be kept as low as possible, consistent 
with efficient operation. Adequate cash 
reserves must be available and secondary 
reserves must not be invested primarily 
for the purpose of making money, but 
to insure liquidity under the most try- 
ing circumstances. Savings deposits 
should be limited to an amount which 
will guarantee that the bank will be 
able to take care of all good business it 
develops, provided that business fits into 
the Morris Plan picture. 

“Our loan portfolios should include 
only such paper as is adapted to our 
type of business. Short-term commer- 
cial loans, long-term obligations and 
those that are not regularly amortized 
have no place in a Morris Plan bank. 
Loans which do not rest primarily upon 
the borrower's ability to pay, even 
though secured, should be avoided. Safe 
paper, unless it produces a normal turn- 
over, cuts down earnings. A safe bank 
must be a profitable bank and our first 
duty is to our depositors. 

“Adequate reserves, including reserves 
for losses and unearned discount, based 
on experience rather than theory, must 
be our constant aim, and if necessary 
stockholders must sacrifice a part of 
their dividends until these conditions 
have been met. I do not believe that 
any group of banking institutions sub- 
scribing to such a program need have 
any fear for the future. 

“If, however, Morris Plan banks are 
to achieve their greatest possibilities 
they have other problems which must 
be solved. They carry a common name, 
they operate along similar lines, they 
offer a similar service, they have the 
same functions to perform in their re- 
spective communities and they have 


built a unique place for themselves in 
the financial structure of the country 
There is, however, a great deal of con- 
fusion in the public’s mind as to what 
a Morris Plan bank really is and what it 
really does. We must in every way pos 
sible clarify our identity. 

“I am firmly convinced that one con- 
tributing factor to the strength of Mor- 
ris Plan banks is to be found in their 
iocal ownership and control. The great 
body of stockholders whose investments 
in Morris Plan banks were in many in- 
stances made with little or no thought 
concerning the return from the invest- 
ment, but in the hope that the institu- 
tion would furnish a needed service in 
their communities, the unselfish co-op- 
eration of 2500 of the nation’s success: 
ful business men and community leaders, 
who have given freely of their time and 
their counsel in directing the affairs of 
these institutions, together with a per- 
sonnel which has devoted itself to the 
task of rendering a service which twenty 
years ago was thought to be impractical, 
have been largely responsible for our 
accomplishments. 

“I do not mean to imply that new 
types of business cannot be developed 
by Morris Plan banks. Such business 
is being developed daily and the scope 
of our activities has been considerably 
widened since the first bank was organ- 
ized, but each new type attempted 
should be measured with a Morris Plan 
yardstick. It should be subjected to a 
laboratory test sufficient to prove its 
soundness. Such a policy will safe- 
guard each bank against loss. 

“The Morris Plan bank of the future 
will be a departmentalized bank which 
will emphasize the fact that it caters not 
only to that class of thrifty Americans 
who save to accumulate an estate, but 
who find it convenient to budget their 
borrowings. We have not sufficiently 
emphasized the character building fea- 
tures of the Morris Plan—that funda- 
mental which requires every borrower 
to save systematically against the day 
when his note falls due. 

“I hope that the time is far distant 
when Morris Plan banks will attempt to 
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make large loans. One of the contribut- 
ing factors to our success is the wide dis- 
tribution of our credit risks so ably de- 
picted in the advertisement designed by 
one Morris Plan bank. It is headed— 
‘Our eggs are in 10,000 baskets and we 
watch those baskets. Another is the 
amortization feature of Morris Plan 
loans—repayments fitted to the indi- 
vidual’s budget which assures each bank 
of ‘A steady stream of dollars daily.” 
Let us avoid the expensive game of try- 
ing to outrival rivals. There is a dis- 
tinct demand for the ‘bank of personal 
service’ and the Morris Plan bank of 
the future as the Morris Plan bank of 
the past, but to a greater extent, should 
be the ‘bank of personal service.” 

“One of our most difficult problems is 
the development of a competent person- 
nel. With our new manual of opera- 
tions some:of our obstacles in this con- 
nection have been overcome. The last 
two years have demonstrated that bank- 
ers must be something more than hand- 
shakers, they need something more than 
personality and acquaintanceship, they 
must be seasoned by experience. They 
must have a balanced conception of a 
bank’s obligation to its depositors, stock- 
holders and the community. They must 
demonstrate their capacities. We have 
developed many high class operators, 
but we need more of them, men capable 
of assuming the direction of a Morris 
Plan bank, men who have the Morris 
Plan vision combined with common 
sense and experience. 

“The Morris Plan has come to mean 


much in America. It can and will, 
through our co-operative efforts, mean 
vastly more. The same courage, the 
same fortitude, the same vision, the same 
tenacity, the same devotion that has pre- 
vailed during its first twenty years will 
bring the Morris Plan banks to a still 
higher plane among American financial 
institutions.” 


JACKSON ADDRESS 


In discussing ““The Soundness of Mor- 
ris Plan Credit,’ Howard B. Jackson, 
vice-president, Morris Plan Company of 
New York, stressed fundamental factors 
inherent in such stability. He said in 
part: 

“I consider the outstanding achieve- 
ment of the Industrial Finance Corpora- 
tion, its predecessor and its successor, 
was in placing the franchise of various 
companies in the hands of men of the 
calibre of those who pioneered for Mor- 
ris Plan and are now carrying it on. 

The next point touched upon was 
the borrower and the fact that experi- 
ence has demonstrated that, taken as a 
class, Morris Plan customers are funda- 
mentally honest, and “our problems may 
well be approached with the assumption 
of the desire of the borrower to pay.” 

Speaking of the co-maker, Mr. Jack- 
son said: 

“The chief difficulty in any proposi- 
tion involving credit lies in the uncer- 
tainty as to the verity of the information 
available, but when two good men and 
true are willing to pay, and will do so 
even if they are mistaken in their judg- 


A. s the nation observes this, the 200th Anniversary of the birth of 
George Washington, the City of Philadelphia finds stirring pride in its historic 
significance as the Cradle of Liberty. 

The Morris Plan Company of Philadelphia likewise feels a generous measure 
of pride for the long record of service and accomplishment that it has brought 
to this community — a record that has, at all times, been in accord with those 
principles of service and those concepts of progress so associated with theremem- 
brance of the nation’s First President and of this, the nation’s Early Capitol. 


The Morris Plan Company 
of Philadelphia 
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ment, then we have received credit in- 
formation which is of more real value to 
us than the bond of a surety company 
assuming the same liability without this 
intimate knowledge of the borrower's 
character and capacity. 

“While we have no means of know- 
ing exactly what part of our loans is 
repaid by co-makers, I venture the state- 
ment that the percentage so repaid, 
where the co-maker received no direct 
benefit, is comparatively small, and if 
this be not true, the Morris Plan is not 
entitled to the place we claim for it in 
our banking structure.” 

He then enumerated nine other fac- 
tors which enter into the success of this 
specialized line of credit. 


SECRETARY DOAK’S ADDRESS 


At the annual banquet on Saturday 
evening, the closing day of the conven: 
tion, the Honorable William N. Doak, 
Secretary of Labor, uncovered matters 
of vital interest in his address, “The 
Working Man and His Financial Prob- 
lems.” Opening his talk, he paid trib- 
ute to the record of Morris Plan banks 
by saying: 

“I am gratified at this opportunity to 
address the annual convention of the 
Morris Plan bankers. The fact that no 
single Morris Plan bank has failed dur- 
ing these difficult days is worthy of men- 
tion. Your notable business expansion 
is in itself a testimonial far more con- 
vincing than any compliment, however 
sincere, I might endeavor to pay you.” 

Touching upon fundamental prin- 
ciples by which the founder, Arthur J. 
Morris, had built a successful and recog: 
nized system of handling small loans in 
a manner that “should comprehend a 
class of loans which could have as their 
prime security the character and the 
earning power of the borrower,” Mr. 
Doak sketched the unfortunate results 
which the depression had had upon the 
wage earners of the country. In dis- 
cussing the rigid limitations imposed on 
private banking by sound credit prin- 
ciples, he said: 

“TI hold with the founders of the Mor- 


ris Plan System that private credits 
should be keyed to earning capacity, 
and that they should be self-liquidating 
within the shortest period consistent 
with the reasonable convenience of the 
borrower. I might pause here to say 
that in my opinion usury may arise not 
only from extortionate charges, but also 
through imposing a burden of debt so 
great that its liquidation reduces the bor- 
rower to long-term contractual slavery.” 

Mr. Doak then stressed a few of the 
fundamental causes of this depression 
which, in his belief, were the widespread 
improper use of credit (which now 
should be relegated to the scrap-heap) 
and the World War, and which would 
probably be seen more clearly as such 
by future historians. 

Speaking of the need to maintain 
wages, Mr. Doak said: 

“We can not boost sales by cutting 
wages. We can not increase consump- 
tion of farm produtts by cutting wages. 
We can not build up bankable surpluses 
for capital investment and savings by 
cutting wages. 

“No economic system can _ survive 
which will not support a standard of 
living commensurate with the social en- 
lightenment of its day. Rather, it is 
our job to weed out of our system those 
collateral wastes involved in more 
money-making without return of goods 
or services. We must eliminate the 
usurer whether he be found in high or 
low places. We must bail the water out 
of soaked and sinking capital structures 
We must call waste by its right name 
wherever it be found—and cast it over- 
board. 

“By such vigorous action alone can 
we fully restore and stabilize employ- 
ment. And I hold the minimum inter- 
pretation of the American principle of 
equal opportunity is the right to a job. 

“As bankers, I know that you are all 
cognizant of the degree to which the 
Federal Government has found it neces- 
sary this year to enter the field of pri- 
vate banking. Through the Reconstruc- 
tion Finance Corporation and its allied 
agencies, and the Home Loan Bank 
System, billions of credit are being 
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pumped into the financial organism of 
the country. This transfusion of credit 
necessarily must proceed through the 
main financial arteries. It has taken 
time for its effects to reach the capil- 
laries.” 

In closing his address, Mr. Doak paid 
tribute to the American people and their 
leaders by saying: 

“IT do maintain, however, that with all 
our difficulties, we have retreated less 
under the crushing weight of this de- 
pression than any other people upon the 
globe. I do say that we have surren- 
dered less of principle, we have’ resisted 
more pressure against our material and 
spiritual standards than any nation on 
earth. 

“And I would be remiss if I did not 
add that for conserving these more vital 
assets, we own a debt of lasting grati- 
tude to the President of these United 
States.” 


ELECTION OF OFFICERS 


The convention concluded its sessions 
with the re-election of J. Rodney Ball, 
treasurer of the Lawrence Morris Plan 
Company, Lawrence, Mass., as president 
of the association for the coming year. 

George C. Toel, vice-president of the 
Morris Plan Company of St. Joseph, 
Mo., was elected Ist vice-president and 
Harry E. Small, vice-president of the 
Morris Plan Bank of Cleveland, 2nd 
vice-president. 

George M. Clark of Boston, Mass., 
was re-elected secretary-treasurer of the 
organization. 

Bankers elected to the executive com- 
mittee are as follows: Messrs. J. Rodney 
Ball; Arthur A. Blumeyer, president of 
the Industrial Savings Trust Company 
of St. Louis, Mo.; Robert O. Bonnell, 
president, the Morris Plan Bank of 
Baltimore, Md.; Frank J. Braun, secre- 
tary-treasurer, First Morris Plan Indus- 


trial Bank, Springfield,‘ Ohio; Howard 
E. Gladding, secretary, the Morris Plan 
Company of Rhode Island; Ralph H. 
Riddleberger, vice-president and _solici- 
tor of the Morris Plan Company of 
New York; Glenn F. Turnbull, vice- 
president, Industrial Morris Plan Bank, 
Detroit, Mich.; and Ralph W. Pitman, 
president, the Morris Plan Company of 
Philadelphia. 

The board of governors will be com- 
posed of Messrs. J. Rodney Ball, chair- 
man; Arthur A. Blumeyer; Philip E. 
Bessom, treasurer, the Lynn Morris Plan 
Company; Robert O. Bonnell; Frank J. 
Braun; H. Ellsworth Brown, secretary- 
treasurer, the Morris Plan Bank of 
Bridgeport, Conn.; F. A. Collman, presi- 
dent, the Morris Plan Company of San 
Francisco; Thomas Coughlin, president, 
the Morris Plan Bank of Cleveland; 
Howard E. Gladding; J. Frederick 
Green, president, the Morris Plan Com- 
pany of Kansas City, Mo.; William 
Jenkins, executive vice-president, the 


Morris Plan Bank of Youngstown, Ohio; 


Ralph W. Pitman; Frank L. Rawson, 
president, the Portland Morris Plan 
Bank; Ralph H. Riddleberger; Russell 
C. Sayre, president, the Morris Plan 
Co. of Springfield, Mass.; George C. 
Toel; Luther H. Tucker, executive vice- 
president, the Morris Plan Company of 
Albany, N. Y.; Glenn F. Turnbull; F. 
Earl Wallace, president, the Boston 
Morris Plan Company; Philip Wooll- 
cott, senior vice-president, the Morris 
Plan Bank of Virginia; M. S. Richard- 
son, secretary-treasurer, the Akron Mor- 
ris Plan Bank, Ohio; B. M. Gessel, ex- 
ecutive vice-president, the Morris Plan 
Company of Oklahoma; A. C. Arm- 
strong, executive vice-president, the Du- 
luth Morris Plan Company; J. R. Fain, 
president, the Morris Plan Bank of 
Winston-Salem, N. C.; and Frank Ross, 
president, the Morris Plan Bank of Wil- 
mington, N. C. 





The Men Behind the Morris Plan 


Sketches of Some of the Men Who Have Been Active in Fur- 
thering the Morris Plan Idea 


S was pointed out in several of the 
A ceorcntin addresses the success 
of the Morris Plan type of bank- 
ing has been due in no small measure to 
the character of the directors, officers 
and staffs who have stood behind it. 
Space does not permit sketches of all the 
men who have furthered the cause of 
Morris Plan banking but the following 
will indicate the outstanding types that 
have characterized the personnel from 
the start. 


J. RODNEY BALL 


Mr. Ball was elected president of the 
Morris Plan Bankers Association at 
Poland Springs, September, 1930. He 
was re-elected to a second term in Oc- 


J. RopNEy BALL 


President, Morris Plan Bankers 
Association. 


tober, 1931, and to a third term at the 
convention in Washington, October, 
1932. 

Mr. Ball became associated with Mor- 
ris Plan activities when he became 
treasurer of the newly incorporated 


Lawrence Morris Plan Company in Feb- 
ruary, 1917. Among his many services 
in behalf of the organization are: Past- 
president of the New England Morris 
Plan Bankers Association; chairman of 
the national convention held in Swamp- 
scott in September, 1924; became a 
member of the board of governors at 
that convention; elected a member of 
the executive committee in 1925; be- 
came first vice-president of the Morris 
Plan Bankers Association at White Sul- 
phur Springs, 1929. 

Mr. Ball was born in Lawrence, Mass. 
After attending school in that city, he 
entered newspaper work in Lawrence 
and later in Boston. 

On July 1, 1906, he became assistant 
postmaster at Lawrence, where he re- 
mained until he joined the Morris Plan. 

Mr. Ball is a past president of the 
Lawrence Rotary Club and the Y. M. 
C. A. He was a director of his own 
company, Bay State National Bank and 
Lawrence Co-operative Bank, and trus- 


Wa.wace D. McLEAN 


Executive vice-president, Morris Plan 
Company of New York. 
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tee of the Essex Savings Bank. He was 
also the clerk of the Lawrence Com- 
munity Chest. Mr. Ball has actively 


participated in politics and was a dele- 
gate from the 7th Massachusetts District 
to the Republican National Convention 
at Kansas City in 1928. 

He is a member of several organiza- 
tions and is a Knight Templar and 32nd 
degree Mason. 


WALLACE D. MCLEAN 


Wallace D. McLean is executive 
vice-president, the Morris Plan Com- 
pany of New York, and chairman of 
the program for the 13th annual con- 
vention of Morris Plan bankers and 
companies. 

He is one of the foremost authorities 
on industrial banking in the United 
States. The company of which he is 
the executive vice-president operates 
twelve offices in greater New York and 
employs nearly 400 men and women. 


Rospert O. BONNELL 


President, Morris Plan Company of 
Baltimore. 


ROBERT O. BONNELL 


Mr. Bonnell is president of the Morris 
Plan Company of Baltimore and was 
actively associated with convention ar- 
rangements. 

Mr. Bonnell, at the conclusion of his 
studies of law at Georgetown Univer- 
sity, became interested in newspaper 
work and for two years devoted himself 
to that field. He later was made secre- 
tary of the Redlands (California) 
Chamber of Commerce and then secre- 
tary-treasurer of the Merchants and 
Manufacturers Association. 

In January, 1917, he resigned to be- 
come secretary-rmanager of Northern 


BERTRAM CHESTERMAN 


President, Morris Plan Bank of 
Washington, D. C. 


California Counties Association. 

Upon our entry into the World War, 
Mr. Bonnell enlisted in the Navy and 
was discharged in June, 1919, with rank 
of lieutenant. 

He then became manager of the auto- 
mobile and new business department of 
Industrial Finance Corporation, where 
he remained from July, 1919 to May, 
1922. 

He was later made vice-president and 
general manager of the First Industrial 
Bank of Denver and remained in that 
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position until September, 1925, when 
he was elected first vice-president of the 
Industrial Savings Trust Company of 
St. Louis. 

From February, 1923 to February, 
1928, Mr. Bonnell carried the title of 
president of the Western Morris Plan 
Bankers Association; during 1926 and 
1927 that of vice-president of the Mor- 
ris Plan Bankers Association; and from 
1928 to 1930 was president of that as- 
sociation. In addition, he has also been 
a member of the board of governors for 
several years. 


BERTRAM CHESTERMAN 


Mr. Chesterman is president of the 
Morris Plan Bank of Washington and 


Grorce M. CLark 


Secretary-treasurer, Morris 
Bankers Association. 


Plan 


was chairman of the general committee 
on arrangements for the Morris Plan 
Bankers Association Convention. 

In 1917, Mr. Chesterman was drafted 
by the United States Government to be 
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a national bank examiner and was as: 
signed to duty first in New Jersey and 
Connecticut and then in New York 
City. Later, he resigned his commission 
and accepted a position as manager of 
the department of operations of the In- 
dustrial Finance Corporation, which 
owned stock in nearly all of the Morris 
Plan institutions throughout the coun- 
try. In 1920 Mr. Chesterman was sent 
to Boston as vice-president and general 
manager of the Boston Morris Plan 
Company. In 1924 he was brought 
back to New York as comptroller of the 
Industrial Finance Corporation and 
comptroller of the Industrial Acceptance 
Corporation. In 1925 he was appointed 
executive vice-president of the Morris 
Plan Bank of Washington and later was 
made president of that bank. 

The Morris Plan Bank of Washing- 
ton, under the leadership of Mr. Ches- 
terman, has achieved notable successes. 
It has made over 60,000 loans at an ex- 
tremely small loss ratio. Moreover, 
under Mr. Chesterman’s auspices, it has 
built up a large list of savings deposi- 
tors, exclusive of borrowers. 


GEO. M. CLARK 


Among the busiest of men at the con- 
vention was Geo. M. Clark, secretary- 
treasurer of the Morris Plan Bankers 
Association, whose headquarters are in 
Boston. Although the various commit- 
tees functioned most smoothly under the 
supervision of capable chairmen and 
assistants, Mr. Clark was constantly 
consulted for his opinion on various 
convention and association matters. 

Mr. Clark came to the Morris Plan 
Bankers Association in 1930, after six 
years with the Chattanooga Morris Plan 
Bank in the capacity of cashier. He was 
educated at Vanderbilt University and 
was one of its star athletes. Mr. Clark 
is one of the most progressive young 
men in the Morris Plan family. 
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A MONTHLY SURVEY OF CURRENT DEVELOPMENTS AFFECTING 
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Looking Ahead for Bonds 


By Lionet D. Epig 
President, Capital Research Company, Inc. 


is promising. This outlook is based 

upon definite improvement in the 
financial situation which has already oc- 
curred and which may be expected to 
continue. There is a threat to upset this 
outlook in the new agitation for a huge 
soldier bonus appropriation, but there is 
ground for hope that this threat will be 
met and defeated. 

The better grade bonds are now about 
half way between panic levels and nor- 
mal levels. In this respect they are at a 
point substantially the same as that at- 


Tose outlook for high grade bonds 


tained in the fourth quarter of 1921, 
when bonds were coming out of the 


great post-war depression. That level 
then, as now, represented a midway 
position between collapse and normal 
conditions. In the former period—that 
is, beginning with the fourth quarter of 
1921—the average of forty high grade 
corporate bonds advanced eight to ten 
points at the fourth quarter of 1922. 
The peak reached in 1922, the first year 
of unmistakable business recovery, was 
only slightly under the average for ten 
years following and was substantially 
the same as the level of bond prices 
which prevailed during the present de- 
pression up until the middle of 1931. 


YIELDS OF HIGH GRADE BONDS 


Having observed the present position 
of bond prices, let us consider the bond 
market from the standpoint of yields. 
The average yield on sixty high grade 
bonds, as compiled by Standard Statis- 
tics, is now about 51/, per cent. The ten- 


New 


From a recent address before the 
York Savings Bank Convention. 


year average prior to 1931 was about 
414, to 43/, per cent. Consequently, in 
order to get back to an historical, nor- 
mal basis, yields on high grade bonds 
would have to decline further by from 
1/4 to 1 per cent. 

The major collapse of the bond mar- 
ket in the recent depression did not take 
place in 1929, or even in 1930, but be- 
gan about the middle of 1931. Hence, 
the four recent months of a rising mar- 
ket wiped out about one-half of the loss 
of the previous twelve months of a fall- 
ing market. 

These factual statements are intended 
merely to give the background of the 
present bond market position. Individual 
groups of bonds show wide variations 
from the averages for reasons peculiar 
to those groups. Nevertheless, in order 
to gain a broad perspective of the pres- 
ent position it is necessary first of all to 
state the picture in terms of the broad 
averages. Moreover, this picture con- 
cerns itself mainly with the better grade 
bonds and numerous exceptions would 
have to be made if the statement were 
carried out in detail with reference to 
various groups of second and third grade 


bonds. 


IMPORTANCE OF PRESERVING THE 
GOLD STANDARD 


The recovery in the bond market since 
June of 1932 was mainly due to a solu- 
tion of the gold standard crisis in the 
United States. The state of mind pre- 
vailing in this country during most of 
June, 1932, warrants our thinking of 
that month as the Black June of the 
depression. An amazing number of 
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people were daily inquiring of all their 
friends: “What can we do with our 
money in order to save what we have 
left?” Some people were sending their 
money abroad; some were hoarding it at 
home; some were converting everything 
into Treasury certificates; some were con- 
sulting their lawyers as to whether the 
gold clause in contracts was really bind- 
ing; and some were making prepara- 
tions to jump quickly into commodities 
or equities in case of some sudden dis- 
aster to the monetary standard. Most, 
if not all, of those alarms and forebod- 
ings have vanished, and with their van- 
ishing has come a renewed confidence in 
good bonds as a sound medium for the 
investment of savings. 

In order to understand the outlook 
for the bond market it is necessary to 
inquire briefly into the steps which led 
to a solution of the gold standard crisis. 
Perhaps the first step was London's 
going off the gold standard which, in a 
sense, helped to relieve an international 
situation which menaced the gold stand- 
ard even in the United States. A second 
factor was the financial Red Cross work 
undertaken by the Reconstruction Fi- 
nance Corporation. A third factor was 
the adoption of definite steps in the di- 
rection of balancing the Federal Budget. 
The fourth factor was the fact that 
France, by taking home the great bulk 
of her gold and claims to gold in the 
United States, relieved our market of an 
overhanging threat. A fifth and minor 
factor was the bond pool formed by a 
number of private banking institutions. 


| Security Analyses 


A security analyst, bank trained, former Associate 
Editor of this magazine, three years with Standard 


Statistics and Moody’s 


UR FACTS & FIGURES 
(September Issue) contains 
complete third quarter statis- 
tics on New York City Bank 
Stocks together with per- 
tinent comments 
thereon. 


Copy MB9 on request 


Horr ROSE & TROSTER, 


Members Bank Stock and Unlisted 
Dealers Association of New York 


74 Trinity Place, N. Y. Whitehall 4-3700 


A sixth factor was the bold Federal Re- 
serve policy of buying substantial quan- 
tities of Government bonds in the open 
market. 


THE FEDERAL RESERVE POLICY 


Perhaps the most conclusive of these 
factors was the Federal Reserve policy. 
It is important to realize that the Fed- 
eral Reserve policy worked. This ob- 
servation deserves special attention 
because many critics are still claiming 
that the Reserve policy was a failure. 

A sound judgment as to the effective- 
ness of Federal Reserve policy has to 
visualize the sequence of events in three 
stages. Stage No. 1 is the arrest of de- 
flation and liquidation. A period of 
about three months was consumed in 
this stage, and when one studies the 
history of such matters one realizes that 
three months is relatively a brief time 
period in which to bring about a halting 
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@ Industrial concerns have taken advan- 
tage of the depression to modernize their 
plants by substituting electricity for other 
forms of power and gas for other kinds 
of heat. During the year ended April 
1932, industrial electric customers in the 
United States increased by 39,578; indus- 
trial and commercial gas customers by 
about 12,000. 


In Associated areas, 1,267 companies 


have recently modernized their industrial 
methods with electricity and gas. 

Improvement in basic industrial activity 
should be accompanied by a sharp rise in 
the use of electricity and gas by Associated 
industrial customers.The Associated System 
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pally in New York, New Jersey, Pennsyl- 
vania, and Massachusetts. 
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of a great tidal wave of deflation and 
liquidation. Within three months from 
the date of the inauguration of the Fed- 
eral Reserve policy, intelligent people 
could begin to feel that the economic 
momentum had stopped pointing down- 
ward. Stage No. 2 was a rebound from 
panic conditions predicated upon the 
conviction that the toboggan had 
stopped sliding down hill. We are still 
in the rebound stage and it is difficult, 
while one is in the midst of such a 
phase, to separate the purely speculative 
elements of the rebound from the more 
lasting and fundamental elements. In 
spite of this difficulty, it is possible now 
to feel that much of the rebound con- 
stitutes a net and permanent improve- 
ment in the bond market of the United 
States. Stage No. 3 is reached when 
the public finds itself in a position to 
save new capital and pour this new 
capital into the bond market. That 
stage lies ahead and may be a slow mov- 
ing and gradually cumulative process 

The close student of the trend of 
bond prices over the next six to twelve 
months will need to focus his best 
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NEW YORK 


thought and attention upon the funda- 
mental banking situation in this country. 


FACTORS AFFECTING THE FUTURE 
COURSE OF THE BOND MARKET 


There are too many elements in this 
banking situation to permit detailed dis- 
cussion here. To single out one element 
which may be followed as a clue I 
would suggest the admonition: Watch 
gold imports. If these taper off, and 
especially if they reverse themselves and 
we have an outflow of gold, it would be 
only reasonable to expect irregularity in 
the bond market. This over-simplifies 
the banking situation, but as a brief 
criterion I believe the gold movement is 
an extremely important index in the par’ 
ticular type of financial situation which 
seems likely to prevail during the next 
six to twelve months. On the assump- 
tion that gold will continue to move to 
ward the United States one is warranted 
in holding a hopeful attitude toward 
high grade bonds. 

By way of supplementing this con’ 
sideration I would add the following 
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specific factors which promise to domi- 
nate the bond market during the period 
ahead. 

1. Money rates. High grade bonds 
are usually highly sensitive to the inter- 
est rate. We are now in a period of 
cheap money and there is nothing now 
visible on the horizon to indicate a shift 
to tight money. Short-term money 
rates are very responsive to the reserve 
position of the member banks. At the 
present time, the member banks have 
excess reserves above legal requirements 
of nearly $300,000,000. Assuming that 
gold imports continue and that even a 
very moderate amount of currency re- 
turns from circulation, these excess re- 
serves would probably pile up to even 
larger amounts. They may even reach 
a figure of $400,000,000 to $500,000,- 
000 before the spring of next year. If 
the Federal Reserve were to reverse 
their recent policy and to become sellers 
of Government bonds, they could check- 
mate such a tendency. At the moment, 
there is no apparent indication of such 
a reversal. Hence, a period of cheap 


New York 


Chase Harris Forbes Corporation 


Boston 


Harris Forbes & Company 
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money and a firm high grade bond mar- 
ket is a reasonable assumption. 

2. When will the member banks 
come into the market as buyers of cor- 
porate bonds? In the past, a vigorously 
rising bond market has usually appeared 
when the banks asserted their buying 
power. It may also be observed that, as 
a matter of history, the banks usually 
assert their demand for bonds after 
bonds have had a substantial rise from 
panic bottoms. It is, therefore, not sur- 
prising that up to date banks have not 
been important buyers of bonds. Logi- 
cally, one would expect their buying to 
come into the market at a later stage. 
Hence, this potential element of sup- 
port for the bond market still lies ahead. 

3. The banks may defer their buy- 
ing of corporate bonds until the point is 
reached where they are not called upon 
to take new issues of United States Gov- 
ernment bonds. In other words, the 
fact that the Federal Government is 
still borrowing substantially tends to di- 
vert the banks from the corporate bond 
market. This situation is an unfortunate 
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expression of the fact that the National 
Budget is still unbalanced. Not until 
the deficit has been definitely eliminated, 
and not until the Government ceases to 
tan the bond market for new capital can 
we expect the banks to play their nor- 
mal rdéle in the private capital markets. 
There remains a great problem to be 
faced at the next session of Congress, 
and one must be on guard against a jolt 
to confidence next winter while Wash- 
ington is wrestling with the as yet un- 
settled question of the National Budget 

4. Second and third grade bonds 
are influenced more fundamentally by 
the earning power of corporations than 
by the level of interest rates. Inasmuch 
as earning power has failed to establish 
an upward trend, one is compelled to 
look with some distrust upon the radical 
advances of many second and third 
grade bonds. Numerous bonds which 
have enjoyed sharp advances seem al- 
most inevitably headed for receivership 
conditions later on. Capital structures 
of weak situations have not been scaled 
down to correspond with earning power 
under new conditions. This is a factor 
of danger and uncertainty honeycomb- 
ing the low grade bond market and the 
nimbleness of the speculator is required 
to deal advantageously with this type of 
security. 

5. Will inflation cause bond prices 
to go down? There is a widespread 
popular notion that inflation is always 
accompanied by falling prices. Two 
things need to be said with reference to 
this popular notion. First, in spite of a 
great deal of loose talk about inflation 
there is no evidence yet of a real infla- 
tion in the United States in the sense of 
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an abnormal expansion of bank credit. 
One may imagine such an inflation at 
some point in the future but, as yet, it 
does not exist. Second, even if inflation 
does take place, it is not likely to pre: 
cipitate falling bond prices until it has 
reached an advanced stage where it 
causes tight money. Assuming, for the 
sake of the argument, that we shall have 
inflation, nevertheless, we should antic: 
ipate that during the earlier phases of 
such an inflation the bond market would 
go up instead of down. In such a stage 
cheap money would still prevail, a 
plethora of funds would be bidding for 
outlets, and earning power for many 
types of corporations would radically 
improve. If the inflation went far, the 
opposite of these conditions would de- 
velop and the bond market would have 
another serious crash. 

6. As we enter a period of business 
recovery the bond market will tend to 
be influenced more and more by the 
fundamental conditions of supply and 
demand of new capital. The supply is 
measured by the excess of the nation’s 
production over its consumption. This 
is the source of new savings. On the de’ 
mand side the opportunities for profit 
and for employment of new capital are 
of primary importance. Demand may 
be slow to develop for the three follow 
ing reasons: (a) Industry already 
possesses a surplus of capacity in most 
lines of activity; (b) There is no revo 
lutionizing new invention which affords 
opportunity for exploitation on a large 
scale; (c) a foreign demand for capital 
is damped down because of the exces 
sive export of capital in the boom period 
and the excessive restrictions on world 
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trade now prevailing. With a prospect 
of a dirth of demand for new capital 
there seems little reason to expect a will- 
ingness on the part of capitalists to pay 
high interest rates on new bond issues 
for business expansion. 


CONFIDENCE BEGINNING TO TRIUMPH 
OVER FEAR 


In conclusion: The bond market has 
made a substantial rebound from panic 
conditions but it is still materially below 
the average levels of the past ten years 
and of the pre-war period. The recent 
strength in the bond market has been 
largely an outgrowth of the belief that 
the gold standard crisis is over. The 
outlook for the next six to twelve 
months is conditioned primarily by the 
banking situation, and with reference to 
this factor it is well to follow closely the 
trend of gold imports, or the reverse. 
Thoroughly high grade bonds are in a 
strong position but second and _ third 
grades are likely to be subject to sharp 
irregularities. 

The bond market is in a place where 
the confidence and the fear of the capi- 
tal of the world are reflected. The im- 
provement which has already taken 
place in the high grade bond market is 
an indication that confidence has begun 
to triumph over fear. For the continua- 
tion of this triumph it is necessary that 
the gold standard be preserved against 
all threats of unsound money, that the 
banking situation should not be allowed 
to relapse into a wave of deflation, con- 
traction and destructive liquidation, that 
the budget of the Government of the 
United States should be balanced in un- 
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mistakable terms, and that the Ameri- 
can people shall not bow down to false 
gods of another violent wave of infla- 
tion as a means of avoiding the neces- 
sity of dealing with realities as realities. 


RESTORATION OF FAITH IN BONDS AS 
INVESTMENTS 


During the past decade we have wit- 
nessed in American life a remarkable 
outburst of the speculative spirit. This 
excessive speculative fever has invaded 
the bond market and has at times 
threatened to undermine the funda- 
mental character of the bond market as 
a medium for the conservative and safe 
investment of funds. This encroachment 
of the speculative mania upon the bond 
market should be opposed with all the 
intelligence and energy at our command. 
At times people have begun: to doubt 
whether the bond market preserves the 
qualities which it is supposed to embody. 
Many people have entrusted their life- 
time savings to bonds which were rated 
as high grade, only to see certain of 
those securities go the way of all specu- 
lative flesh. It is high time for those 
people to visualize the bond market as a 
citadel of modern capitalistic society to 
rescue this market from the speculative 
barbarians. By so doing, we shall guar- 
antee the functioning of the bond mar- 
ket as an instrument for the restoration 
of the broken-down world business 
order to its old vitality. The market 
for private capital must be kept func- 
tioning smoothly if we are to restore 
freedom of movement in all the chan- 
nels of trade, production and employ- 
ment. 
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The Railway Situation 


ITH several of the leading rail- 

\ X / way systems of the country un- 

able to earn their fixed charges, 
the necessity for taking early steps to 
remedy this situation is now engaging 
public attention. A special commission 
is to investigate the problem, and it is 
expected that its impartial findings and 
recommendations will prove helpful in 
affording a solution. 

The chief difficulty of the railroads, 
as with all forms of business enterprise, 
is the extreme depression through which 
the country is passing. But the rail- 
ways, unlike some other great industries, 
lack freedom in combating this situa- 
tion. They can neither increase rates 
nor reduce wages simply as a matter of 
their own volition. Whether this re- 
striction on their freedom is desirable 
or the contrary is beside the point. The 
fact remains that their ability to make 
income and outgo more nearly balance 
is subject to serious restriction. This 
being the case, the railways are justified 
in asking that a greater degree of free- 
dom be allowed them, or as an alterna- 
tive that some means must be provided 
by the Government for filling the gap 
which the present policy creates. 

This is not to argue for excessive rates 
nor for low wages. But transcending 
all other aspects of the question is that 
of maintaining the operating efficiency 
of the railways so that they may be able 
continually to afford proper service to 
the public. To render this service it is 
essential that the railways be allowed to 
earn sufficient to attract capital. 

There is, of course, a financial aspect 
to the problem, consisting of the large 
amount of railway bonds held by com- 
mercial banks, savings banks, trust com- 
panies and insurance companies. De- 
fault on the interest of these obligations 
would have appalling consequences—not 


to these financial institutions as such, but 
to the depositors in banks, and the bene- 
ficiaries of trust funds and life insurance 
policies. 

The appointment of an independent 
commission to survey the railway situa- 
tion is an evidence that the gravity of 
the problem is well understood. 


IMPROVED COURSE OF THE 
BOND MARKET 


EVIEWING the course of the 
R bond market, in its issue of Sep- 
tember 24, the Financial Chron- 

icle says: 

“In sympathy with the rise in stocks 
and commodity prices, the bond market 
has extended its gains of the preceding 
week and new highs for the year were 
scored in some groups. Governor 
Roosevelt’s speeches on railroads and 
public utilities were considered conserva- 
tive in many quarters and tended to 
help prices. The average computed price 
of 120 domestic corporation bonds on 
Friday stood at 82.14, as compared with 
80.84 a week ago, and 81.78 two weeks 
ago. 

Both long and short-term United 
States Government obligations have 
shown a consistent rising tendency this 
week with many issues going to new 
high levels for the year. . . . 

“High grade railroad bonds were firm 
to strong this past week. New high 
prices for the year were established by 
Atchison gen. mtge. 4s, 1995, at 93; 
Union Pacific Railroad 1st mtge. 4s, 
1947, at 97, and Chesapeake & Ohio 
Railway gen. mtge. 414s, 1992, at 957/. 

“Industrial bonds all along the line 
were up during the past week, and 
many issues made their high for the 
year.” 
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banking institution is named as executor or trustee, 

are filed for probate. The reason is that banks, 
by reason of their experience in fiduciary work and their 
well organized trust departments, are able to conduct 
the affairs of an estate with greater efficiency and safety 
than is ordinarily to be expected of the individual 
fiduciary. 

The settlement of a decedent’s estate is, of course, 
largely a matter of routine. The statutes of each state 
present the practice to be followed in probating the 
will, the method to be adopted in collecting the assets 
of the estate, the payment of claims, debts and legacies, 
the form of and the time for accounting and the various 
other steps to be followed in closing the trust. 


These vary in each state and it is necessary for 
every trust official to acquaint himself with the statutory 
provisions of this character in his own state. 


But there are certain underlying principles of conduct 
which apply to all fiduciaries in every state. In general 
these have to do with the investment and conservation of 
the funds of the estate. 


The violation of these principles may lead to personal 
liability. And there are many instances in which, though 
an innocent error, a bank or individual acting as execu- 
tor or trustee, has not only been deprived of the commis- 
sions which the law allows by way of compensation but, 
in addition, has been surcharged with a_ substantial 
sum in favor of the estate. 


This book is largely based on decisions of this charac- 

ter; decisions of moment to the trust official and which 

a are entitled to his close attention. It cites and discusses 

Publication Date more than 500 decisions of the courts dealing with every 
September 10, 1932 phase of estate management. 
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Handed Down by State and Federal Courts 
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TRANSFER BY NATIONAL BANK 
IN CONTEMPLATION OF 
INSOLVENCY 


First National Bank of Ortonville v. 
Andresen, United States Circuit 
Court of Appeals, 57 Fed. 

Rep. (2d) 17 


yep hog of notes, as security 


for a debt incurred in a clearing 

transaction, by a national bank 
in contemplation of bankruptcy is void 
under the Federal statutes (U. S. Code, 
Title 12, Section 91) and the notes may 
be recovered back by a receiver subse- 
quently appointed for the bank. 

The plaintiff in this case, Andresen, 
was the receiver of the Citizens’ Na- 
tional Bank of Ortonville. It appeared 
that, on December 16, 1926, before its 
failure, the Citizens’ National Bank 
issued to the defendant, First National 
Bank of Ortonville, its draft on a St. 
Paul bank for $5518.13 in settlement of 
the clearings between the two banks on 
that day. The draft was dishonored on 
presentment and the defendant took it 
back to the Citizens’ National which, on 
December 20, issued to the defendant 
its certificate of deposit for the amount 
of the certificate, interest and costs. At 
the same time the Citizens’ National de- 
livered to the defendant promissory 
notes of the aggregate value of nearly 
$10,000 as security for the certificate. 

On December 23 the Citizens’ Na- 
tional closed its doors and later its re- 
ceiver started this action to recover 
possession of the notes. Under the 
statute, referred to above, it was held 
that the receiver was entitled to recover. 

Appeal from the District Court of 
the United States for the District of 
Minnesota; John B. Sanborn, Judge. 


Action by Carl M. Andresen, as re- 
ceiver of the Citizens’ National Bank of 
Ortonville, Minn., against the First Na- 
tional Bank of Ortonville, Minn. From 
a judgment for plaintiff, defendant ap- 
peals. Affirmed. 


OPINION OF THE COURT 


GARDNER, C. J.—In this case ap- 
pellee, as plaintiff below, brought action 
against the appellant to recover certain 
notes pledged by appellee as security for 
a certificate of deposit issued to appel- 
lant December 20, 1926, in the amount 
of $5520.69. For convenience, the par- 
ties will be referred to as they appeared 
in the lower court. 

Plaintiff is the receiver of the Citi- 
zens’ National Bank of Ortonville, 
Minn., while defendant is a national 
banking association, which at all times 
pertinent to the issues here involved was. 
located at Ortonville, Minn. On the 
16th of December, 1926, the Citizens” 
National Bank of Ortonville, to take 
care of the clearings between the two 
banks of that day, issued to the defend- 
ant bank its draft on the Merchants’ 
National Bank of St. Paul, Minn., for 
$5518.13. On the 18th of December, 
1926, this draft was protested for non- 
payment, and was thereafter returned 
to the defendant bank. On the 20th of 
December, 1926, defendant presented 
this protested draft to the Citizens’ Na- 
tional Bank of Ortonville, in lieu of 
which that bank executed its certificate 
of deposit for $5520.69, being the 
amount of its protested draft, plus the 
protest fees. As security for this cer- 
tificate the Citizens’ National Bank then 
delivered to the defendant bank bills 
receivable of the bank consisting of vari- 
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ous notes aggregating in amount $9987. 
On the morning of December 23, 1926, 
the Citizens’ National Bank, by vote of 
its board of directors, closed its doors, 
was taken charge of by the Comptroller 
of the Currency, and plaintiff was ap- 
pointed its receiver. In due time, plain- 
tiff, as such receiver, made demand on 
the defendant bank for the return of 
these notes, and, the defendant having 
refused to comply with the demand, the 
present action followed. 

Plaintiff bases his right to recover 
these bills receivable on the ground that, 
at the time they were transferred to the 
defendant, the Citizens’ National Bank 
was insolvent, that this transfer was in 
contemplation of insolvency, not in the 
usual course of business, and constituted 
an attempt to give a preference to the 
defendant bank, and was hence illegal 
and void. 

On stipulation of the parties the ac- 
tion was tried to the court without a 
jury, and the court found all the issues 
in favor of the plaintiff and against the 
defendant. From the judgment entered 
defendant has appealed, contending that 
the court’s findings are not sustained by 
the evidence. The action having been 
tried to the court without a jury, on 
stipulation of the parties, the findings of 
the court have the same effect as the 
verdict of a jury, and, if sustained by 
substantial evidence, must be affirmed by 
this court. Lambert Lumber Co. v. 
Jones Engineering & Construction Co. 


(C. C. A) 47 F. (2d) 74. 


—— 


Section 91, title 12, USCA (Rev. St. 
§ 5242), provides as follows: “All trans- 
fers of the notes, bonds, bills of ex- 
change, or other evidences of debt owing 
to any national banking association, or 
of deposits to its credit; all assignments 
of mortgages, sureties on real estate, or 
of judgments or decrees in its favor; all 
deposits of money, bullion, or other 
valuable thing for its use, or for the use 
of any of its shareholders or creditors; 
and all payments of money to either, 
made after the commission of an act of 
insolvency, or in contemplation thereof, 
made with a view to prevent the ap- 
plication of its assets in the manner pre- 
scribed by this chapter, or with a view 
to the preference of one creditor to an- 
other, except in payment of its circulat- 
ing notes, shall be utterly null and void,” 
etc. 

At the time of the transaction here in- 
volved, the Citizens’ National Bank had 
borrowed all the money it was _ per- 
mitted by law to borrow. The lower 
court so found, and this finding is amply 
sustained by the evidence. The capital 
of the bank was seriously impaired. It 
had been indulging in the practice of 
“kiting” drafts to a considerable extent, 
and two previous drafts, one on Novem- 
ber 23, 1926, for $4749.76, and one on 
December 13, 1926, for $10,821.95, be- 
sides the draft issued December 16, 
1926, for $5518.13, had gone to protest. 

In support of the transfer it is con 
tended by appellant that the transaction 
resulting in the issuance of the certifi- 
cate of deposit was a loan negotiated in 
the ordinary course of business. At the 
time of the issuance of the certificate of 
deposit, however, the defendant bank 
loaned the Citizens’ National Bank no 
funds whatever, but the Citizens’ Na- 
tional Bank was indebted to the defend- 
ant bank on account of the protested 
draft, and the certificate of deposit was 
issued in settlement of that indebtedness. 
The certificate of deposit, therefore, did 
not represent a loan in the ordinary 
sense of the term, nor was the transac’ 
tion a usual or ordinary one. Mr. 
Mitchell, manager of the defendant 
bank, called as a witness on its behalf, 
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interrogated with reference to this trans- 
action, testified that his bank had never 
made any other loans on certificates of 
deposit. The transaction was therefore 
not in the usual or ordinary course of 
the banking business. 

While the obligation of the bank, on 
the issuance of this certificate of deposit, 
may not have differed from its obligation 
had it issued its promissory note, yet, on 
the books of the bank at least, the issu- 
ance of this certificate of deposit indi- 
cated that money had been deposited 
with the bank, and not that the bank 
had been borrowing money. The trans- 
action may have taken this form for two 
reasons: First, because the Citizens’ Na- 
tional Bank had already borrowed all 
the money it was permitted by law to 
borrow, and, second, because large de- 
posits would reflect a healthy condition, 
while large borrowings would reflect 
financial embarrassment. The plaintiff 


bank could not take care of these clear- 
ances in the usual way, because, at the 
time, it did not have on deposit with its 


correspondent banks a sufficient amount 
of money to take care of the liability. 
It apparently did not wish to increase 
its borrowings from other banks, and, 
hence, resorted to the subterfuge of issu- 
ing a certificate of deposit. 

We need not pause to consider 
whether the defendant bank had knowl- 
edge of the condition of the Citizens’ 
National Bank because it is not neces- 
sary that that bank should have had 
knowledge of the other bank’s condition, 
or whether it contemplated insolvency. 
National Security Bank v. Butler, 129 
U. S. 223, 9 S. Ct. 281, 32 L. Ed. 682. 

The lower court found, and we think 
its finding sustained by ample evidence, 
that the officers of the Citizens’ Bank 
made the transfer here in question in 
contemplation of insolvency. A bank 
is in contemplation of insolvency when 
the fact becomes reasonably apparent to 
its officers that it will presently be un- 
able to meet its obligations. Parks v. 
Knapp (C. C. A.) 29 F. (2d) 547, 
549; Federal Intermediate Credit Bank 
v. L’Herisson (C. C. A.) 33 F. (2d) 
841; Federal Reserve Bank v. Omaha 
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National Bank (C. C. A.) 45 F. (2d) 
511; Brill v. McInnes (C. C. A.) 14 F. 
(2d) 306; Roberts v. Hill (C. C.) 24 F. 
571. In Parks v. Knapp, supra, this 
court, quoting with approval from Rob- 
erts v. Hill, supra, said: “*A bank is in 
contemplation of insolvency when the 
fact becomes reasonably apparent to its 
officers that the concern will presently 
be unable to meet its obligations, and 
will be obliged to suspend its ordinary 
operations. It is not open to fair doubt 
but that the officers of the bank here 
contemplated failure as imminent. They 
doubtless hoped to defer the event in- 
definitely by concealing the real condi- 
tion of affairs; but they took counsel of 
their hopes, and not of their judgment, 
when they contemplated any prolonged 
postponement.’ ” 

In the instant case, the officers of the 
Citizens’ National Bank could not rea- 
sonably have contemplated the bank’s 
financial condition without realizing its 
failure as imminent. Its drafts were 
going to protest; it was “kiting” - drafts 
for the purpose of postponing the 
liquidation of its liabilities; its capital 
was largely depleted; it was carrying in 
its assets a large amount of bills receiv- 
able which its officers knew were un- 
collectible; and the directors voted to 
close its doors two days later. There is 
nothing in the record to indicate that, 
between the time of the transaction in 
question and the closing of the bank, it 
suffered any substantial loss. The con- 
clusion is irresistible that the transfer 
was made in contemplation of insol- 
vency. 

When a transfer is made to a credi- 
tor by a bank whose officers know of its 
insolvency, an intent to give a prefer- 
ence is presumed. Federal Reserve Bank 
v. Omaha National Bank, supra. Every 
person is, of course, presumed to intend 
the natural and probable consequence of 
his own acts. The object of the quoted 
statute is to secure equal distribution 
and prevent conduct which the officers 
of the insolvent bank can perceive, in 
the exercise of reasonable foresight, will 
prevent the fulfillment of that object. 

It appears from the record that the 
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assets available, even after the collection 
of 100 per cent. assessment against the 
stockholders, will be insufficient to pay 
the creditors in full, and to permit this 
preference to stand would be violative 
of the purpose of the statute. 

The judgment appealed from is there- 
fore affirmed. 


RIGHTS OF HOLDER OF DRAFT 
IN FAILED BANK 


Morecock v. Hood, Commissioner of 
Banking, Supreme Court of North 
Carolina, 162 S. E. Rep. 730 


A bank depositor, who presents to the 
bank his check for the amount of his 
balance and receives in payment a draft 
on an out-of-town bank, but is unable 
to collect the draft because of the fail- 
ure of the bank, is not entitled to a pref- 
erence in payment over the other credi- 
tors of the bank. 

Action by William Morecock against 
Gurney P. Hood, Commissioner of 
Banks, as liquidating agent of the 
Farmers’ & Merchants’ Bank. Judgment 
for plaintiff, and defendant appeals. 
Reversed. 

The plaintiff alleges that on January 
6, 1931, he had on deposit to his credit 
in the Farmers’ & Merchants’ Bank, of 
Littleton, $5340.38, and that he pre- 
sented his check to the bank for this 
amount; that in exchange for his check 
the plaintiff gave him its draft on the 
Wachovia Bank & Trust Company, of 
Raleigh, for the face of his check, charg- 
ing his account with this sum; that the 
plaintiff immediately deposited the draft 
given him in the Bank of Halifax, which 
forwarded the draft to the Wachovia 
Bank & Trust Company, of Raleigh, for 
payment, and that payment was re- 
fused; that the plaintiff duly filed his 
claim with the liquidating agent of the 
bank, and is entitled to a lien on the 
assets, for the reason that his claim is 
preferred to the claims of all unsecured 
creditors and claimants of the bank. 

The defendant, commissioner of 
banks, filed a demurrer to the complaint 
on the ground that it does not state facts 
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sufficient to constitute a cause of action 
for a preference and lien on the assets 
of the bank in the hands of defendants, 
The demurrer was overruled; the court 
being of opinion that the plaintiff is en- 
titled to the lien claimed. The defend- 
ants excepted and appealed. 


OPINION OF THE COURT 


ADAMS, J.—The order of prefer- 
ence in the distribution of the assets of 
an insolvent bank is prescribed in sec- 
tion 218 (c), subsection 14, of the 
North Carolina Code of 1931. Prefer- 
ence is allowed, so far as pertinent here, 
on a certified check and a cashier's 
check in the hands of a third party as a 
holder for value, and on amounts due 
on collections made and not remitted or 
for which final actual payment has not 
been made by the bank. Subsection 14 
contains this proviso: “Provided, that 
when any bank, or any officer, clerk, or 
agent thereof, receives by mail, express 
or otherwise, a check, bill of exchange, 
order to remit, note, or draft for collec- 
tion, with request that remittance be 
made therefor, the charging of such 
item to the account of the drawer, ac- 
ceptor, indorser, or maker thereof, or 
collecting any such item from any bank 
or other party, and failing to remit 
therefor, or the nonpayment of a check 
sent in payment therefor, shall create a 
lien in favor of the owner of such item 
on the assets of such bank making the 
collection, and shall attach from the 
date of the charge, entry or collection 
of any such funds.” 

The draft on the Wachovia Bank & 
Trust Company was neither a certified 
check nor a cashier’s check in the hands 
oft a third party as a holder for value. 
It did not represent an amount due on 
unremitted collections. The appellee 
appeals to the proviso for confirmation 
of his argument that when a bank re- 
ceives a check for collection “by mail, 
express, or otherwise,” with request that 
remittance be made therefor, the charg’ 
ing of such item to the account of the 
drawer and the nonpayment of a check 
sent therefor creates a lien in favor of 
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the owner of the item on the assets of 
the bank, and that the word “otherwise” 
implies presentation over the counter 
within the meaning of the clause, 
“When any bank, or any officer, clerk, 
or agent thereof receives by mail, ex- 
press, or otherwise,” etc. 

There is no allegation in the com- 
plaint that the Farmers’ & Merchants’ 
Bank received the plaintiff's check by 
mail, express, or any analogous mode of 
transmission. The plaintiff “presented 
his check” to the bank, and thereupon, 
with or without his request, the bank in 
exchange for the check gave the plaintiff 
a draft on its correspondent in Raleigh. 
The plaintiff immediately deposited the 
draft in the Bank of Halifax. The 
transaction he had with the Farmers’ & 
Merchants’ Bank was entirely personal. 

The proviso applies to the receipt by 
any bank of a check, etc., with request 
that remittance, not manual delivery, be 
made therefor. One of the conditions 
imposing liability is a failure to remit, 
or “the non-payment of a check sent in 
payment therefor.” The language ex- 
cludes the idea of a direct communica- 
tion when the depositor goes to the bank 
and personally presents his check for 
payment. 

In his work on Legal Maxims, Broom 
says: “It is a rule laid down by Lord 
Bacon that the coupling of 
words together shows that they are to 
be understood in the same sense. And, 
where the meaning of any particular 
word is doubtful or obscure, or where 
the particular expression when taken 
singly is inoperative, the intention of the 
party who has made use of it may fre- 
quently be ascertained and carried into 
effect by looking at the adjoining words, 
or at expressions occurring in other 
parts of the same instrument, for P 
words which are ineffective when taken 
singly operate when taken conjointly.” 
The maxim is, Noscitur a sociis: the 
meaning of a doubtful word may be 
ascertained by reference to the meaning 
of words with which it is associated. As 
pointed out in State v. Craig, 176 N. C. 
740, 744, 97 S. E. 400, it is a recognized 
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principle of statutory construction that, 
when particular and specific words or 
acts, the subject of a statute, are fol- 
lowed by general words, the latter must 
as a rule be confined to acts and things 
of the same kind. The word “other- 
wise” was not intended to embrace 
every means by which a bank may re- 
ceive a check, but only such as implies 
the necessity of “remitting” or “send- 
ing’ the money to the drawer of the 
check. Under the appellee’s construc- 
tion, it is conceivable that depositors 
having immediate access to an insolvent 
bank, instead of demanding cash which 
would not be paid, could call for a draft 
on a correspondent. bank, and, upon its 
return unsatisfied, could acquire a pref- 
erence on the assets. To the remaining 
stockholders such a course would be dis- 
astrous. 
“Judgment reversed. 


NOTE ATTACHED TO MORT- 
GAGE HELD NEGOTIABLE 


Northwestern Finance Corporation v. 
Crouch, Supreme Court of Michi- 
gan, 242 N. W. Rep. 771 


A promissory note, written on the 
same paper with a chattel mortgage, in 
such form that it can be detached from 
the mortgage, is not made non-nego- 
tiable by a clause in the mortgage re- 
quiring the mortgagor to insure the 
mortgaged property. 

Furthermore, a clause in the note for 
accelerating the time of payment does 
not destroy the negotiability of the note. 

Suit by the Northwestern Finance 
Company against Harvey D. Crouch. 
Judgment for plaintiff, and defendant 
appeals. Affirmed. 


OPINION OF THE COURT 


CLARK, C. J.—This suit is on a 
promissory note made by defendant to 
States Motor Sales Company of Niles, 
being Marshall and Wideman trading 
under that name, and by them trans- 
ferred to plaintiff for value and before 














































































































































































































































































































due. With the note, and also trans- 
ferred to plaintiff, there was also made a 
writing, in legal effect a chattel mort- 
gage, though called a sales agreement, 
covering the subject-matter of the trans- 
action, an automobile. Plaintiff had 
judgment notwithstanding verdict. De- 
fendant has appealed. 

Assuming, not deciding, that defend- 
ant had a defense as against one not 
a holder in due course, the inquiry is 
whether plaintiff is a holder in due 
course. In that regard the presence of 
an acceleration clause in both note and 
mortgage is urged as destroying nego- 
tiability. This is answered against de- 
fendant’s contention by Paepcke v. 
Paine, 253 Mich. 636, 235 N. W. 871, 
75 A. L. R. 1205 and note. 
Laws 1929, § 9251. 

Nonnegotiability is also urged upon a 
provision of the mortgage that mort- 
gagor shall insure the property, and it is 
urged that mortgage and note must be 
construed as one instrument, and, when 
so construed, the obligation is uncer- 
tain in amount. Comp. Laws 1929, 
§ 9250. Although the writings in ques- 
tion were made at the same time, and 
on one sheet of paper, there are here 
two instruments. The note is distinctly 
a note. It does not refer to the mort- 
gage. The mortgage speaks of it as an 
instrument of even date. As executed, 
the writings were separated by a per- 
forated line, as appears by files of this 
court. The note might be detached. In 
this regard the case is ruled by Shattuck 
v. Reed, 221 Mich. 155, 190 N. W. 649. 

The note and mortgage not being a 
single instrument, First State Savings 
Bank v. Russell, 244 Mich. 298, 221 N. 
W. 142, and other like cases, are not in 
point. 

There is nothing to indicate that con- 
ditions of the mortgage should be im- 
ported into the note. The provision for 
insurance was to preserve the security. 
It relates to security, not to indebted- 
ness. 

In note 45 A. L. R. 1093, it is said: 
“It has been held in a number of well- 
considered cases that, assuming a provi- 
sion for the payment of taxes or insur- 
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ance, if incorporated in the note itsclf, 
would render the instrument non-nego- 
tiable, such a provision in the mortgage 
alone does not have that effect where 
the terms of the mortgage need not be 
read into the note”—citing Wilson v. 
Campbell, 110 Mich. 580, 68 N. W. 
278, 35 L.R. A. 544. And 3 R.C.L. 
p. 870: “But construing together simply 
means that, if there be any provisions in 
one instrument limiting, explaining, or 
otherwise affecting the provisions of an- 
other, they will be given effect as be- 
tween the parties themselves and all per- 
sons charged with notice, so that the in- 
tent of the parties may be carried out, 
and the whole agreement actually made 
may be effectuated. This does not mean 
that the provisions of one instrument 
are imported bodily into another, con- 
trary to the intent of the parties. They 
may be intended to be separate instru- 
ments, and to provide for entirely dif- 
ferent things. Hence the provisions of 
a mortgage securing a contemporaneous 
note, which merely relate to the pre- 
servation of the security, are not made 
a part of it so as to destroy its nego 
tiability. And see, also, Paepcke v. 
Paine, supra, 253 Mich. at page 640, 
235 N. W. 871, 75 A. L. R. 1205. The 
note is a negotiable instrument. 
Plaintiff's holding in good faith is 
further challenged on the ground that 
no certificate of title had been issued 
when the papers were made and as- 
signed. This being a new automobile, 
sold by a “dealer,” as defined in Comp. 
Laws 1929, § 4658, certificate of title 
was not required until dealer had made 
sale. Comp. Laws 1929, § 4667. The 
defendant customer could not get cer- 
tificate of title until he had become a 
purchaser. As purchase of a new car 
from the dealer completely precedes 
certificate of title to the customer, the 
papers in question, being part of the act 
of purchasing, likewise precede cer’ 
tificate of title. The point is without 


merit. Plaintiff held note in due course. 
One other question is attempted, but 
it calls for no discussion. 
We find no error. 


Affirmed. 





— oe pee a oe oe 


THE BANKERS MAGAZINE 


STOCKHOLDER’S RIGHT OF SET- 
OFF AGAINST INSOLVENT 
BANK 


Graham v. Berry, Supreme Court of 
South Carolina, 164 S. E. Rep. 755 


The stockholders of a bank which has 
failed have no right to set off against 
their statutory liability the amounts de- 
posited to their credit in the bank. They 
must pay their assessments in full and 
accept their pro rata shares of their de- 
posits along with all depositors. 

Action by G. T. Graham, receiver, 
against B. F. Berry and others, in which 
defendants counterclaimed. From an 
order sustaining demurrers to defend- 
ants’ answers and counterclaims, de- 
fendants appeal. Affirmed. 


OPINION OF THE COURT 


STABLER, J.—This is an action 
brought by the receiver of the closed 
Bank of Pelion against the stockholders 
to assess and secure judgment for the 
respective amounts of their statutory 
liability. Certain of the stockholders 
who had deposits in the bank when it 
closed set up the defense that they were 
entitled to set off their deposits against 
their liability as stockholders, and also 
counterclaimed for the amounts of their 
deposits. Plaintiff demurred to the 
answers and counterclaims on _ the 
ground that they did not state facts 
sufficient to constitute a defense. From 
an order of Judge J. Henry Johnson sus- 
taining the demurrers this appeal is 
taken. 

Judge Johnson was undoubtedly cor- 
rect. While it is true, as said by appel- 
lants, that the authority conferred upon 
the receiver of a closed bank by the 
1929 Act (section 7855 of the 1932 
Code) is exclusive, superseding the de- 
positors’ former remedy in the nature of 
a creditors’ bill (Branchville Motor 
Company v. Adden, 158 §. C. 90, 155 
S. E. 277), this does not establish the 
correctness of appellants’ contention 
that the receiver is indebted to them as 
depositors, that they as stockholders are 
indebted to the receiver, and that, there- 
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fore, the one debt should be set off 
against the other. The same act which 
confers upon the receiver authority to 
collect the stockholders’ liability also 
provides that all funds so collected 
“shall be kept as a separate fund to be 
paid to the depositors solely,” thus mak- 
ing it clear beyond peradventure that 
the act was not intended to change the 
long-recognized rule that the stockhold- 
ers’ liability “is not an asset of the 
bank,” but is the basis of a right in the 
depositors, changing only the method by 
which this right may be enforced, and 
that the receiver in this matter repre: 
sents the depositors and not the bank. 
One who is both stockholder and deposi- 
tor has two separate and distinct capaci- 
ties: As a stockholder he has a fixed 
liability, exclusively for the benefit of 
depositors, which it is his duty to pay in 
full, if that be necessary; as a depositor 
he has a claim against the bank, as to 
which he also has a right to participate 
in the funds arising from the collection 
of the stockholders’ liability, but as to 
both sources for the payment of his 
claim he is entitled to share only ratably 
with other depositors, the latter being a 
trust fund for the benefit of all the de- 
positors in case of the bank’s insolvency. 
To allow a depositor to set off his claim 
against his statutory liability as a stock- 
holder would give him a preference, for 
the reason that he would thus, to the 
extent of the set-off, collect his deposit 
in full while other depositors might col- 
lect theirs only in part. See Parker v. 
Carolina Savings Bank, 53 S. C. 583, 
31 S. E. 673, 69 Am. St. Rep. 888. 


—————— 


But appellants urge that the stock- 
holders’ liability is a contract with the 
bank made when the stock is taken 
(Fischer v. Chisholm, 159 S. C. 395, 
157 S. E. 139), that a claim as deposi- 
tor is also based on a contract with the 
bank, and that for this reason the one 
claim may be set off against the other. 
As to this it is sufficient to say that, 
conceding the liability to be a contract 
with the bank, it is a contract which in- 
ures in no sense to the benefit of the 
bank, but solely to that of a third party 
—-any person who might be or become 
a depositor in the bank—which such 
third party may enforce. Timmons vy. 
Boyd, 89 S. C. 11, 71 S. E. 298, and 
numerous other cases. 

Again, it is urged that, as some of 
the stockholders are insolvent and can- 
not be compelled to pay the assessment 
on their statutory liability, it would be 
inequitable to require others to pay the 
respective amounts of their liability and 
force them to share ratably in the divi- 
dends to depositors. In addition to 
what has been said as to the duel capac: 
ity of persons in the category of appel: 
lants, we cannot see that the situation 
here is unique or unusual in this respect 
In the very nature of things, and in per: 
haps every similar case, judgments 
against some stockholders will be good 
while those against others will be of no 
value. Shall it be said that, because 
some of the judgments are worthless, 
none of them shall be collected? 

The judgment of the circuit court is 
affirmed. 
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Survey of World Conditions 


While this survey deals principally with conditions in Germany, the observations are, 
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its publication of general interest.—Editor. 


[From “Germany's Economic Development During the First Half of the Year 1932.” 
Presented by the Reichs-Kredit-Gesellschaft Aktiengesellschaft, Berlin. } 


lasted a year and there are still no 

signs of peace or of a new era of 
world co-operation. The tension be- 
tween and within the different countries 
persists and entails further losses in eco- 
nomic power and capacity. Production 
has again declined over the whole world 
and values have in many cases fallen 
much lower than the actual relation be- 
tween production and consumption 
would have warranted in conditions of 
better international co-operation. Nearly 
one-third—in Germany almost one-half 
—of the world’s industrial equipment is 
lying unused and millions of hands are 
living in enforced idleness. The result 
is a further considerable reduction in 
the standard of living and also a heavy 
drain upon the reserves which carried 
part of the burden in the early years of 
the depression. These reserves had 
eased the burden of the obligations un- 
dertaken in the time of the boom, and 
they would have helped considerably to 
restart productive equipment now lying 
idle. To a large extent such reserves 
formed the basis of the calculations 
made in the last few years of Germany’s 
capacity for undertaking and meeting 
obligations. These reserves are now 
running out. The visible reserves, which 
partly can be expressed in figures, such 
as the gold holding of the Reichsbank 
and private balances abroad, have been 
used up in the past year for the repay- 
ment of debt, and stocks of raw mate- 
rials for international trade have been 
gradually consumed. The exhaustion is 
even greater in the case of the invisible 
but no less important reserves which 


f HE debtor-creditor war has now 
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consist in the purchasing power of for- 
eign countries, in their relations with 
Germany, in their readiness to accept 
German goods, and in that freedom of 
markets which in spite of many restric- 
tions still afforded opportunities to the 
man who could sell good quality articles 
at low prices. The importance of these 
invisible reserves will appear more 
clearly if we consider how far they as- 
sisted Germany in past years to attain 
a large export surplus, and with this 
help to make large payments abroad, 
and if we further consider how far 
today the policy of exclusion, of threats 
and counter-threats, measures and 
counter-measures, has contributed to 
bring about such a reduction of this 
surplus in the last few months that it 
now scarcely suffices to meet current 
commercial obligations. Since reserves 
are running low, every delay in the ad- 
justment to the debtors’ changed capac- 
ity to pay, and every day which sees the 
continuance of the policy of mutual ex- 
clusion in international trade, increase 
the danger which threatens foreign in- 
vestments in debtor countries. Owing 
to the long duration of the debtor-credi- 
tor war, freedom of markets and compe- 
tition increasingly gives place to condi- 
tions subject to political negotiations, or 
is even eliminated by unilateral action, 
and the capacity of debtor countries to 
make payments abroad is rendered de- 
pendent upon the result of diplomatic 
discussions or the political decisions of 
the recipient countries. The abolition 
of market freedom constitutes a greater 
menace to the value of all international 
investments than does the reduced 
capacity to pay of individual debtors. 
The policy of mutual exclusion not only 
lessens the capacity of debtor countries 
to effect current payments, but their de’ 


377 





Dealers 
In 
Swedish 
Stocks 


— a ma PN 
SW . 

= aa m\ 
CAMMENRRANN 


SSS . 
7 = Winn 


a 


“—$K ANDINAVISKA 


KREDITAKTIEBOLAGET 


International Telephone Numbers: 


GOTHENBURG 
718.20 


pendence for the necessary foreign ex- 
change on the results of political nego- 
tiations or unilateral state action makes 
it impossible for them to assume respon- 
sibility for meeting future obligations. 

The longer the policy of “sauve qui 
peut” prevails, the narrower will be the 
limits within which payments abroad 
can be effected and the lower will be the 
values at which investments will stand 
abroad. 

The economic life of a community 
based upon division of labor and co 
operation needs protection against arbi- 
trary changes in social conditions no less 
than does its political life. The security 
it requires consists not in the rigid 
maintenance of given economic condi- 
tions and relationships, that is to say in 
the stabilization of values, prices, rates 
of interest, markets and monetary ob- 
ligations, but on the contrary in the will 
and ability to take into account changed 
economic conditions. The many at- 
tempts of the last ten years to evade the 
necessary adjustments to changing con- 
ditions of production and consumption 
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and to changing relationships of inter- 
national trade have not succeeded in 
rendering the final adjustment unneces- 
sary. They have not even lessened the 
cost of that adjustment, on the contrary 
they have in many cases increased it. 
There should have been progressive 
adaptation to changing conditions, but 
instead an attempt was made to main- 
tain the old ratios until the tension be- 
came so great that it resulted in pre- 
cipitate and often disastrous collapses. 
In the same way, all attempts to post: 
pone the inevitable adjustment of inter- 
national obligations to the debtors’ 
altered capacity to pay will increase the 
ultimate sacrifice of both debtors and 
creditors. 


PRODUCTION 


The increase in political, social and 
economic tension which occurred last 
year and continued in the first half of 
this year, together with the severe dis’ 
turbance of international co-operation, 
resulted in a progressive decline of in- 
dustrial output in Germany from the 
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middle of last year until the beginning 
of this. At the end of last year it had 
declined by fully one-third from the 
previous already low level, and was at 
only half the level of the 1929 output. 
In the first half of this year the down- 
ward movement was halted but none of 
the lost ground has yet been regained. 
The extraordinary difficulties in the way 
of exports threaten industry with a 
further setback, especially in the 
branches employing a large proportion 
of labor. Despite the already large re- 
duction in the standard of living, and 
even with a further reduction, such a 
low level of industrial production is in- 
sufficient to cover the replacement of 
the natural wear and tear of the capital 
involved by new investments. A reduc- 
tion in the national capital must result. 
The decline in output is greatest in the 
industries which manufacture invest- 
ment goods; it is less severe in the con- 
sumption industries, but still very large 
considering the small fluctuations which 
usually occur in consumption. 

The disturbance of economic co-op- 
eration has also greatly affected the 
economic life of other lands, both debtor 
and creditor, and most of all those in 
which the belief existed that co-opera- 
tion with other countries could to a 
large extent be dispensed with. The de- 
cline in industrial output was particu- 
larly great in the United States and it 
may be generally observed that since 
1929 production in Germany and in the 
United States has followed a similar 
course; a peculiar common fate linking 
the two countries during the depression. 
A comparatively large decline in indus- 
trial output has also been experienced by 
France since the middle of last year 
although it should be remembered that 
French industry as a whole was drawn 
comparatively late into the whirlpool of 
the crisis even if some of the French in- 
dustries dependent on world trade were 
hit almost as early as those of other 
countries. With her great capital 
strength France in particular has been 
able to effect a considerable amount of 
investment at a time when in other 
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countries it has already been brought to 
a standstill. Belgium has also shown 
considerable resistance to the general 
decline. In England an increase in out- 
put has occurred since the middle of 
last year, obviously under the influence 
of the new tariffs and the depreciation 
of the currency, but as far as can be 
judged from the scanty figures as yet 
available there has recently been a re- 
newed setback. In Italy the industrial 
situation has again deteriorated. 


PRICES AND WAGES 


Commodity prices further declined in 
the past half year. The general level as 
indicated by the index of wholesale 
prices is now below that of 1913 but 
still above the average of the decade be- 
fore the war. The index of prices sensi- 
tive to business fluctuations is already at 
less than half of the 1913 level, but so 
far as the statistics show the prices of 
manufactured goods are still above the 
1913 level. However, it is probable that 
the prices even of manufactured goods 
are in fact much nearer the pre-war level, 
since the listed prices on which the statis- 
tics are based are frequently undercut, 
and although the decline has been slower 
it continues and was most pronounced 
during the last six months. It is prob- 
able that with prices at less than half the 
1913 level production has become unre- 
munerative for those concerns which are 
responsible for the bulk of the supply, 
and that therefore the existing low level 
of prices cannot persist in the long run. 

A rise in these prices—mainly of im- 
portant raw materials—to a level more 
in correspondence with the average level 
of costs would probably not greatly af- 
fect prices in general which are now 
fluctuating around the pre-war level. 

As we have frequently pointed out in 
these reports, the fall in prices in the last 
few years is mainly due to the fact that 
for years past productive capacity could 
not be employed by the potential demand 
at the old price level. The decline is 
therefore not of a temporary character 
and all attempts to restore the price 
level of 1929 or earlier must prove 
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abortive for a long time to come. To 
some extent it was precisely the earlier 
attempts to maintain prices which made 
the subsequent swift adjustment of 
prices take the form of a “landslide.” 
Instead of spreading the necessary sacri- 
fices so as to enable the economic system 
to adapt itself in good time to the 
changed conditions of supply and de- 
mand, these attempts have led to a dam- 
ming up of the necessary processes of 
adjustment, with the result that in the 
end a rapid restoration of equilibrium 
had to be achieved by heavy and often 
disastrous sacrifices. So long as the eco- 
nomic system is not static the adjust- 
ment of prices and effort to changing 
conditions of supply and demand can- 
not be avoided. Efforts to achieve sta- 
bilization by credit policy can only be 
successful provided they are confined to 
temporary fluctuations in prices and to 
temporary underlying fluctuations in de- 
mand and supply, and are not intended 
to control permanent changes. All the 
attempts so far made in various coun: 
tries to control price movements caused 
by changes in production and market 
conditions by any method other than the 
encouragement of trade and co-operation 
have only resulted in a still greater fall 
in prices all over the world. Particu: 
larly unsuccessful have been the at- 
tempts to exclude foreign competition 
and to isolate the various countries. 


THE CAPITAL MARKET 


A break in prices and price ratios of 
such severity as has been recorded since 
1929 cannot but have a radical influence 
on the relations between debtors and 


creditors. The effects will be the greater 
the more the co-operation between 
debtors and creditors is disturbed by 
political, economic and social tension 
Withdrawals of capital by the creditors 
such as occurred in the last few years 
will intensify the effects. The change 
in the debt relationship is not caused 
merely by the fact that through the fall 
in prices the creditors receive more in 
purchasing power than was. contem- 
plated at the time of the agreement. The 
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long-term creditor has not only had to 
incur the risk of a rise in prices—and 
will continue to incur it for the term of 
the agreement—but he is also threatened 
with the danger of an exceptional loss of 
capital which may arise out of a deterio- 
ration in the economic situation of the 
debtor and which, because of the long- 
term nature of the loan, cannot be 
evaded. An important factor in deter- 
mining the debtor’s capacity to pay is 
the decline in revenue from the sale of 
his products. This revenue has in many 
cases declined to such an extent that the 
debtor can no longer fulfill old agree- 
ments. Important also is the fact that 
market freedom has been replaced by 
oficial import restrictions, arbitrary 
tariff increases, currency changes, for- 
eign exchange control and labor restric- 
tions. Through no fault of the debtor 
these measures, against which he has no 
defense, have strictly limited his ca- 
pacity to obtain the required foreign ex- 
change by a merchandise export surplus 
or by services. These limits are much 
narrower than prevailed or could have 
been forseen at the time of the debt 
agreement. It is for these reasons that 
an adjustment of debt relationships to 
the altered situation is necessary. 

By an act of force majeure interna- 
tional debt relationships have been se- 
verely shaken. Responsibility for this 
development does not rest alone with the 
debtor countries, the less so in view of 
the actions of the creditor countries 
which have contributed to the reduction 
of the debtor countries’ capacity to pay; 
namely, by the panic-stricken with- 
drawals of capital last year, by their 
higher interest charges, by the pressure 
put upon the debtor countries to increase 
their exports at any cost and the simul- 
taneous restrictive measures to defeat 
their efforts to acquire foreign exchange. 
Debts relationship must therefore be ad- 
justed to the altered situation on the 
basis of the debtor’s capacity to effect 
payments abroad. And it must not be 
overlooked that the abolition of the free- 
dom of markets does not only for the 
moment prevent full payment, but also 
makes it impossible to fix with any 
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amount of certainty the future capacity 
of debtor countries to pay abroad. Pend- 
ing the restoration of the freedom of 
markets some way must be found by 
which the debtors can fulfill their debt 
obligations in the future without causing 
friction between debtors and creditors. 
During this time some method of auto- 
matic adjustment is all the more neces- 
sary because the excessive amount of 
fixed obligations has been one of the 
chief causes of the policy of mutual ex- 
clusion and of the abolition of the free- 
dom of markets. In the first place it is 
necessary to lessen the pressure arising 
from the repayment of short-term ob- 
ligations and to this end to consolidate 
those debts at terms which correspond 
to the capacity of the debtor countries 
to pay abroad. In this connection con- 
sideration should be given to facilitating 
the redemption of creditors’ claims 


through the capital markets, for instance, 
by setting up by a common effort special 
institutions through which the debts will 
be easier to market and therefore easier 
to redeem than they are at present. 


Apart from the consolidation of short- 
term debts, an adjustment of the annual 
obligations arising out of long-term debts 
may be necessary, regardless of the difh- 
culties of altering such agreements on 
account of the numerous creditors in- 
volved. The mere postponement of sink- 
ing fund payments does not represent 
an adjustment to the altered capacity to 
pay of debtor countries. Amortization 
corresponds to the depreciation of plant 
and cannot therefore be postponed and 
made up later when the plant no longer 
exists. In the case of debts represented 
by loans the low price of the bonds af- 
fords the possibility of reducing the 
burden of redemption without postpon- 
ing the process of amortization, provided, 
of course, that the foreign exchange ac’ 
quired by external trade can be allocated 
to the purchase of these bonds instead 
of to interest payments and that creditors 
are willing to renounce part of the in- 
terest payment if the surplus of foreign 
exchange does not cover both services. 
Such an acceleration of the process of 
redemption increases the security of those 
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creditors who maintain their capital re- 
lationships with Germany and offers the 
possibility of earlier repayment to the 
long-term creditors who wish to end their 
long-term agreements. A _ preferential 
allocation of foreign exchange to such 
amortization might represent a substitute 
for the open market conversion of old 
debts into new debts at a lower rate of 
interest which the panic of the creditors 
has made difficult, if not impossible, for 
a long time to come. 

The object of any settlement must be 
the adjustment of annual transfers to the 
debtor’s capacity to make international 
payments, i. e., the possibility of his ac- 
quiring foreign exchange. Any settle- 
ment must also aim at restoring peace 
between debtors and creditors and at re- 
moving the danger of capital with- 
drawals in excess of the amortization 
for depreciation. Only thus can we 
avoid a second catastrophe in interna- 
tional debt and trade relationships. Then 
and only then can the disastrous restric- 
tions be removed which have been im- 
posed on the trade and finance of both 
debtor and creditor countries as a de- 
fense against mutual threats. 

Such an adjustment will entail sacri- 
fices on the part of many a creditor. A 
catastrophe of such dimensions as was 
caused by the panic of creditors last year 
and which afhicted so severely the eco- 
nomic life of the debtor countries can- 
not be overcome without sacrifies by all 
parties. A part of the creditors’ sacri- 
fice is probably already compensated by 
the premium over normal interest rates 
which has been obtained for many years 
on loans to the debtor countries; losses 
may also be recovered by the improve- 
ment in the value of investments which 
must result from the increased capacity 
to pay of the debtor or will be made 
good by the revival of co-operation in 
the future. 

But any adjustment of international 
commercial debts to the debtor’s altered 
capacity to pay would be incomplete and 
merely temporary if in the first place the 
reparations dispute and _ reparations 
themselves were not cleared away. The 
demand for foreign exchange for political 
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payments reduces the sums available for 
commercial creditors since payments can 
only be made from the surplus arising 
out of external trade. Political payments 
increase the sacrifice which private credi- 
tors must make in order to maintain their 
capital and, since they threaten the 
debtor countries’ capacity to pay, they 
reduce at the same time the value of all 
investments which various creditors have 
made in the countries burdened with 
reparations. 

The adjustment of current obligations 
to the debtor’s altered capacity to pay 
must be followed by measures to protect 
the creditor against the assumption of 


new obligations by the debtor. The 
debtor countries must not prejudice 
their capacity to effect external pay- 
ments by incurring new debts, especially 
short-term obligations. For a long time 
to come the debtor countries will have 
to weigh carefully the advantages and 
disadvantages of fresh external borrow- 
ing. 

Furthermore, the lesson must be re- 
membered that it is the strong desire of 
all capitalists for the sake of greater se- 
curity to transfer their capital abroad 
from countries which have for a long 
time experienced severe economic pres- 
sure, which are burdened with heavy 
taxes, are suffering under great political 
and social tension and have, in many 
cases, experienced the misfortune of in- 
flation like Germany. All proposals and 
measures which are regarded as en- 
dangering the currency and capital in- 
vestments give fresh impetus to this out- 
ward movement of capital. 

If the transfer of capital abroad for 
whatever purpose cannot be made to 
correspond with the capacity to effect 
foreign payments, it will be difficult to 
develop a capital market in Germany. 
For the moment a capital market no 
longer exists in Germany. The great 
unrest which began last year has some- 
what subsided during the present half 
year; whilst in the second half of last 
year the panic-stricken creditors made an 
effort to liquidate every kind of debt 
and in particular to get rid of long-term 
debts, in the first half of 1932 liquid re- 
sources have been devoted to a moderate 
extent to investments of a long-term 
character. The liquidation of long-term 
debts which still continued to a consid- 
erable degree was attributable mainly to 
the necessity of realizing reserves in or- 
der to meet current expenditure. 
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velopment of recent weeks was the 

demand made by Germany for the 
right to an equality of military arma- 
ments, limited by the Treaty of Ver- 
sailles. This demand is based upon 
something more than the desire of that 
country for either defensive or aggres- 
sive military operations. It rests upon 
the assumption that the promise of dis- 
armament made by other countries, in 
the treaty mentioned, has not been kept, 
nor is it likely to be carried out as the 
result of further deliberations of the 
Disarmament Conference at Geneva. 
Furthermore, Germany regards it as a 
mark of inferiority longer to be re- 


Pr seormest the most dramatic de- 


quired to dispense with the military 
equipment which other countries con- 
sider necessary. France has received the 
German proposal coldly, but has not de- 
nied the right of Germany to be further 


heard on the matter. While no serious 
results are immediately looked for on 
account of this demand, it has further 
served to introduce a controversial ele- 
ment into a situation already none too 
tranquil. Having thrown off the bur- 
den of reparations and prepared the 
way for military equality with other 
leading powers, Germany has recently 
put into effect a number of economic 
decrees looking to the industrial re- 
covery of the country. 

Along constructive lines, a conference 
has been in session at Stresa, in Italy, 
working on a plan for ameliorating the 
economic situation in Central and East- 
ern Europe. Preliminary steps are also 
being taken for the International Eco- 
nomic Conference which is expected to 
meet at London early in the coming 
year, or possibly sooner. Although the 
spirit of intense nationalism thus far 
governs the policies of nearly all coun- 


tries, one may discern faint indications 
that there is a growing recognition of 
the fact that nations are more or less 
dependent upon one another. Much 
time will be required, however, before 
this tendency will result in affirmative 
action designed to remove a number of 
obstacles barring the way to an increase 
in international trade and the restora- 
tion of better economic conditions 
throughout. the world. Clouds are 
again rising on the eastern horizon, and 
the tension between Japan and China 
is increasing, with some renewal of 
scattered hostilities and the probability 
of more serious clashes in the future. 
Mexico has quite lately had a peaceful 
change in the head of the government, 
President Pascual Ortiz Rubio having 
been succeeded by General Abelardo L. 
Rodriguez. France, having observed the 
success of the plan for conversion of the 
British debt, has resolved on funding a 
large part of her debt at a considerably 
lower interest rate. England has just 
had a serious strike in the cotton-spin- 
ning industry. Unemployment in that 
country is still on the increase. 


GREAT BRITAIN 


The striking success of the debt-con- 
version plan gave rise to a feeling of in- 
creased confidence, but this has been 
considerably dampened by the strike in 
the cotton-spinning industry, involving 
some 200,000 workers. Without includ- 
ing the strikers, unemployment figures 
have recently been tending upward, and 
have indeed reached the highest total 
yet recorded. 

As the British Isles are largely de- 
pendent upon trade with the outside 
world—now restricted by various pro- 
hibitions—substantial recovery cannot 
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be expected until these obstacles are re- 
moved. 

Another factor in prosperity is the 
investment of British capital in foreign 
countries. On account of the debt-con- 
version plan, restrictions on such invest- 
ments (with limited exceptions) were 
continued throughout September. 

A favorable factor in the interna- 
tional trade situation is the reduction of 
the excess of imports over exports for 
the first half of the present year. Such 
excess in the first six months of 1931 

mounted to £183,000,000, compared 
with only £143,600,000 in the like 
period of the present year. 


FRANCE 


Debt conversion and balancing of the 
budget are subjects prominent in French 
finance. With some of the war loans 
carrying interest as high as 6 and 7 per 
cent., it is quite in order to look for the 
success of the conversion plan in view 
of the large accumulation of funds at 
Paris and the difficulty in finding invest- 
ments in long-term securities other than 
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first-class government obligations. Al- 
though the amount of the French debt 
to be refunded is less than one-half that 
recently converted in England, the re- 
duction in interest will be greater, and 
the saving thus effected will prove help- 
ful in balancing the budget. As a result 
of the Emergency Finance Act large re- 
ductions are now being made on account 
of civil and military expenditures, and 
it is expected that a saving of some 
500,000,000 francs may be made within 
the next year. 

Foreign trade continues to languish, as 
in nearly all other countries. Imports 
and exports have lately touched low 
levels for recent years. 

While France is not exempt from 
difficulties common to other countries at 
this time, there is a gratifying absence 
of political unrest troubling some coun- 
tries on the European Continent. 


GERMANY 


Overshadowing the economic situa- 
tion in Germany is the tense relations 
that have arisen as a result of the con- 
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flict between the Cabinet and the Preési- 
dent of the Reichstag. In September a 
decree was issued by Chancellor von 
Papen dissolving the Reichstag, but that 
body by an overwhelming vote refused 
to accept the decree. This brought 
about a situation where a dictatorship 
under President von Hindenburg was 
openly threatened. These political diff- 
culties have: followed the recent elec- 
tions, which gave to the National Social- 
ists a preponderating number of seats 
in the Reichstag. 

Chancellor von Papen recently an- 
nounced an important plan designed to 
aid in the economic recovery of the 
country. It was thus described in a 
letter to The Economist, London, from 
its Berlin correspondent under date of 
August 30: 

“The economic program which the 
Chancellor announced last Sunday, at 
a meeting of Westphalian farmers in 
Minster, came as a surprise to the Ger- 
man people. The program is very com- 
plicated, and its importance will depend 
to a large extent on the way in which it 
is carried out, but it will also depend a 
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good deal on world economic develop- 
ments and on developments in Germany 
while it is being put into effect. Ac- 
cording to the plan expounded by Herr 
von Papen, the government will issue to 
all taxpayers who are liable for land tax, 
taxes on industrial profits or industrial 
property, turnover tax or transport tax, 
a promissory note of the government 
for a part of the amount of the tax. 
The idea of this is that the economic 
situation really calls for a tax reduction, 
but that as the exchequer is not in a 
position to forego the money for the 
moment, a part of the revenue from 
taxation is to be regarded as a loan 
from the taxpayers. The promissory 
notes will be redeemed by being ac- 
cepted in payment of taxation during 
the years 1934-38. The value of the 
notes to be thus issued will be about 
Rm. 144 milliards, and this will be in- 
creased to 2.2 milliards by other pay- 
ments which will also be made in the 
form of promissory notes. This will in- 
volve a loss of about Rm. 500,000,000 of 
revenue in each of the years 1934-38, 
and the plan, of course, involves the as- 
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sumption that economic conditions, and 
consequently public finance, will by then 
have recovered sufficiently to make this 
deficiency easy to bear. The issue of 
the promissory notes is to take place in 
the year beginning October 1, 1932, and 
the notes are to bear 4 per cent. interest. 

“Apart from the desire to effect a 
reduction in taxation, another consid- 
eration has played a large part in the 
evolution of the plan. The advance of 
the crisis has set free a large quantity 
of working capital in Germany, and 
scope has developed for an extension of 
credit which, in the opinion of the gov- 
ernment, is not taking place, largely be- 
cause the industrialists who would like 
to avail themselves of the credit cannot 
offer suitable security. The government 
now hopes that these promissory notes 
will prove suitable collateral, and that 
it may be possible in this way, with the 
help of short-term money from the 
banks, to set going, on the initiative of 
private business, undertakings which 
have hitherto been idle. 

“To this end, a further incentive is to 
be offered by the government. Every 
employer who takes on additional work- 
ers in his factory is to receive from the 
state an annual wage subsidy of Rm. 
400, representing the sum saved in re- 
lief, to be paid him, not in cash, but in 
these same promissory notes. Further, 
every employer is to be authorized to 
reduce tariff wages in a specified pro- 
portion if he makes possible, by a re- 
duction of working hours, the employ- 
ment of more labor. This last provision 
has already evoked sharp protests from 
the trade unions, for it means the possi- 
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bility of the imposition of a double sac- 
rifice on those workers who are still in 
employment: if the employer takes ad- 
vantage of it they will both work fewer 
hours and receive a lower rate per hour. 
In addition, the government intends to 
instruct the arbitration authorities, in 
the drawing up of tariff agreements, to 
include provisions for the payment in 
emergency cases of less than the tariff 
wage, in order to keep businesses at 
work which would otherwise be threat- 
ened with failure. 

“The Chancellor has, though certainly 
with an inconspicuous reservation, led 
the public to expect that work will be 
forthcoming for 1,750,000 unemployed 
as the result of this plan, but the objec- 
tive critic finds little justification for 
such optimism. The chief result to be 
anticipated from the plan is its psycho- 
logical effect: it has been favorably re- 
ceived by the public in general, and has 
already led to a sharp rise on the stock 
exchange. It is hardly to be supposed 
that the new securities will lead to any 
substantial extension of credit. The 
number of cases in which lack of col- 
lateral has prevented the granting of 
credit is probably not so great as the 
government believes, and the bulk of the 
promissory notes will probably be held 
by the taxpayers to whom they are 
issued, or sold on the stock exchange, 
where, as a 4 per cent. bond, they will 
be at a heavy discount, since even the 
6 per cent. inscribed government stock, 
which is the most nearly comparable 
security, stands at only 76. The Reichs’ 
bank will only make advances against 
these promissory notes to a very limited 
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extent, and will not buy them at all. 
That, however, means also that Herr 
von Papen’s program will not have an 
inflationary effect. Should a recovery 
in world economic conditions set in, the 
optimism engendered by the plan might 
hasten the extension of the improvement 
to Germany. If there is no such recov- 
ery, the plan will remain a fruitless and 
rather expensive, but perfectly safe, 
experiment.” 


AUSTRIA 


By a very narrow vote in the Aus- 


trian Parliament the League of Nation 


loan has been accepted. It is regarded 
as necessary, but as effecting only slight 
and temporary relief. The trade situa- 
tion has been somewhat improved by the 
action of the National Bank in facilitat- 
ing private clearing. At the middle of 
August the total note circulation in the 
country had declined to 1,070,000,000 
schillings, and since December, 1931, 
there has been a falling off of 241,000,- 
000. Foreign trade, as elsewhere, con- 
tinues unfavorable. 


ITALY 


Notwithstanding the mid-summer lull 
in retail trading, the tone of Italian 
business has improved slightly, though 
without material strengthening of basic 
conditions. Inventories are low; banks 
are reported loaded with funds, though 
very chary of credits; wages have not 
been reduced recently; unemployment, 
rising slightly with the slackening of 
harvest operations, is not menacingly 
high. Bankruptcies and protested notes 


continue numerous, but the amounts in- 
volved are smaller. Collections are diffi- 
cult. The tourist traffic has recently im- 
proved greatly in volume, but expendi- 
tures remain low. Production of pig 
and cast iron, sheets, lead, aluminum, 
rayon, and copper sulphate has increased 
and carloadings are heavier. In the tex- 
tile industries, wool is fairly active with 
raw wool prices up slightly. Most auto- 
mobile plants are closed for the summer. 
Consumption of electric current is 
slightly above last year. Imports of coal 
are slow. The Treasury position at the 
end of July was strong. The Bank of 
Italy's gold reserve continued to rise 
during July; but the percentage of cover 
fell slightly to 48.11, owing to an in- 
crease in note circulation and _ the 
diminution of foreign credits. Bank 
clearings and capital movements were 
seasonally small. The wheat crop ap- 
parently will not reach the earlier esti- 
mate of 6,900,000 tons, which would 
have made it the second largest yet 
achieved. 

Some of the country’s financial prob- 
lems are thus described by the Turin 
correspondent of The Economist, Lon- 
don, under date of August 15: 

“The campaign for the collection of 
gold has brought the Bank of Italy's re- 
serve from 5,627,900,000 lire on March 
31 to 5,700,400,000 on July 31. During 
the same period the gold exchange re- 
serve decreased from 1,533,600,000 to 
1,390,200,000 lire. As, however, the 
note circulation decreased from 13,871,- 
600,000 to 13,492,300,000 lire, the per- 
centage of the gold cover to circulating 
notes increased from 40.57 to 43.49 per 
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cent. More interesting, perhaps, are 
the changes in the discount and ad- 
vances items from 5,637,900,000 lire on 
March 31 to 6,819,300,000 on May 31, 
and 5,974,600,000 on June 10 and 
5,685,000,000 on July 31. At the same 
time advances from the bank to the 
Liquidations Institute increased by de- 
grees from 1,613,100,000 lire on March 
31 to 1,789,500,000 on July 20. This 
figure ought to have decreased instead 
at some intermediate date by 800,000,- 
000 lire, which the State Exchequer paid 
to the institute to enable it to reduce its 
debt to the Bank of Italy. The infer- 
ence is that the reduction has taken 
place, but at the same date, probably 
after May 31, the Bank of Italy trans- 
ferred an equivalent sum from the dis- 
count item to the debt of the institute. 
Frozen assets remain thus at the same 
level; and in banking circles the opinion 
is current that this is not the end of the 
process of the liquidation of past infla- 
tionist errors. Other frozen assets or 
losses must be transferred from banking 
and others concerned to the Bank of 
Italy, and thence to the Liquidations 
Institute to be amortized in time with 
State Exchequer or special fiscal grants. 
The miracle is that so gigantic a process 
of liquidation, which amounts already 
to 5,000,000,000 or 6,000,000,000 lire, 
has been carried out without increasing 
or even with a gradual decrease of the 
note circulation. It may be said that 
notes should have decreased even more, 
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Head Office: Rome and 135 Branches 
Share Capital Paid Up Lit. 30,000.000. 


or that the process has been possible only 
through the successful issue of exchequer 
bonds; but at all events the winding-up 
process has gone on, and still continues, 
successfully, without dislocating the 
foreign exchanges. In its turn, the 
stability of the lira has reacted on pub- 
lic psychology, stopping or reducing the 
export of capital and even provoking 
not a few capitalists to recall balances 
formerly held in foreign countries.” 


HUNGARY 


For the financial year ending June 30 
the deficit was 160,000,000 pengo, or 
20,000,000 more than a recent estimate. 
This increase in the deficit is attributed to 
heavy losses incurred in state undertak- 
ings, the largest losses being sustained 


by the railways. Foreign trade returns 
continue disappointing. Imports for 
July were only about one-half those of 
the same month last year. A customs 
controversy with Austria is partly re- 
sponsible for the decline in the foreign 
trade. 
CZECHOSLOVAKIA 


Although the foreign trade continues 
depressed, there has been a steady and 
marked decline in unemployment dur- 
ing recent months. This improved situ- 
ation is partly due to a seasonal revival 
in building operations and in part to 
improved conditions in some industries 
which supply the home markets. With 
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CORRESPONDENT BANKS 


NEARLY a century’s accumulated experience and conservative pro- 
gress have qualified the Westminster Bank to offer its characteristic 
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ing houses wishing to establish a London connexion are invited to 
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WESTMINSTER BANK LIMITED 
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a prospective deficit of 1,700,000,000 
crowns, strong efforts are being made to 
institute economies. Taxes have al- 
ready been largely increased, the turn- 
over tax alone having been raised by 
30 per cent. 

BRAZIL 


The political disturbance continues to 
be a depressing factor in both domestic 
and foreign trade. The normal move- 
ment of internal trade between Sao 
Paulo and other Brazilian states has be- 
come paralyzed, and although import 
stocks are low, commerce as well as in- 
dustry continues demoralized. Trade 
statistics for the first half of 1932 show 
a marked falling off in the value of the 
country’s foreign trade as compared 
with previous years. Imports were 
valued at £10,949,000 which was about 
one-third of the value for the corre- 
sponding period of 1930 and one-quar- 
ter of the 1929 figure. The value of 
exports, £19,659,000, was 50 per cent. 
below the 1930 period. Coffee exports 
for the first six months of 1932 
amounted to 7,023,000 bags, which rep- 
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resents about the average of the last 
several years. However, the lower value 
of this commodity accounts for by far 
the greater part of the reduced value of 
total exports in 1932, as compared with 
other periods. Since the political dis- 
turbance became intensified, the coffee 
movement has been very light, because 
the coffee port of Santos is closed to all 
shipping, and, while stocks in Rio de 
Janiero and other ports have been nor- 
mal, good grades have been scarce. Re- 
cently spot prices have been steady and 
futures firmer. 


POLAND 


Reserves of gold and stable foreign 
currencies and bills exchangeable for 
gold, designated as cover against sight 
obligations at the Bank of Poland, ac- 
cording to its balance sheet as of the 
end of July, declined by 10,213,000 
zlotys (1 zloty equals $0.1122), to 530,- 
267,000 zlotys. Changes in the condi- 
tion of the other principal accounts 
were as follows: The amount of dis- 
counted paper in the bank’s portfolio 
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increased by 11,324,000 zlotys, to 682,- 
311,000 zlotys, whereas loans against 
securities collateral, at 120,700,000 
zlotys, declined by 3,421,000 zlotys. 
Private deposits rose by 21,726,000 
zlotys, to 135,579,000 zlotys, and the 
Treasury's balance also slightly in- 
creased, by 48,000 zlotys, to 984,000 
zlotys. The Treasury's indebtedness to 
the bank increased by an advance of 
20,000,000 zlotys, to a total of 70,000,- 
000 zlotys. Note circulation, with a 
total of 1,089,171,000 zlotys, was lower 
by 16,213,000, while demand obligations 
slightly increased, by 8,904,000 zlotys, 
to 1,244,498,000 zlotys. 


AUSTRALIA 


Mild improvement continues in Aus- 
tralia with confidence being maintained 
in business and financial circles. Ex- 
change and credits are better, imports 
are improving, and there is more activity 


in building and construction. New 
offerings of merchandise are also receiv 
ing more attention. 


JAPAN 


Stock and commodity markets have 
been strengthened by the decline in yen 
exchange. Commodity price index, in- 
cluding foodstuffs, is moving up. The 
government reports that no endeavor 
will be made to stabilize the yen. Postal 
savings interest rate has been reduced 
to 3 per cent., effective October 1, but 
commercial banks probably will not re- 
duce rates below 4 per cent. Rayon 
exports for the first seven months of 
this year were valued at 31,500,000 yen. 
Cotton cloth exports have reached the 
highest since January, 1928. The raw 
silk market is greatly improved, as prices 
have advanced, but silk textiles are 
quiet. Metal and metal manufactures 
are strong. 
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Current Conditions in Canada 


ETTER conditions are reported in 

the September commercial letter 

of the Canadian Bank of Com- 

merce. “In regard to Canadian securi- 
ties,” the letter says: 


It may be recalled that we have from time 
to time since last spring mentioned certain 
favorable elements which seemed to afford 
cause for confidence, namely, that the farm- 
ers in the Prairie Provinces were doing much 
to adjust themselves to changed conditions 
and were regaining confidence in their abil- 
ity to overcome their difficulties; that the new 
crop prospects were much superior to those 
of the preceding year; that Canadian finan- 
cial institutions were ready and anxious to 
support any sound expansion of business; 
and that there was an improvement in the 
outlook for this country’s foreign trade. If 
the recent movement in Canadian security 
prices proves to be the turning point in our 
economic affairs and the promise of greater 
business activity is realized, the prediction 
made by some authorities that Canada would 
be one of the first countries to emerge from 
depression will be fulfilled. 

Turning to the immediate past, we are able 
to record some favorable features which on 


this occasion are not entirely offset by ad- 
verse factors. Attention is directed first to the 
upward movement of wholesale prices. The 
rise between mid-July and mid-August, com- 
bined with that of the preceding month, has 
not only counteracted the early summer slump 
but has also restored the general price level to 
that of mid-January. As an advance in the 
wholesale price level is essential to bring 
about a proper relationship between debtor 
and creditor, and to furnish purchasing 
power to producers of raw materials, the 
benefits from this development, if it is of a 
permanent character, could not be over- 
stressed. It is true, of course, that some com- 
modity quotations have been influenced for 
the most part by speculative “long” buying, 
but this is in itself an evidence of returning 
confidence, which in turn tends to promote 
buying for actual consumption in order to 
anticipate further price increases. 


The business summary, issued by the 
Bank of Montreal, gives the following 
picture of current conditions in the 
Dominion: 


Import trade in some lines has been 
checked until the lower tariff duties agreed 
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upon at the Imperial Conference are in op- 
eration. These relate to 220 Canadian tariff 
items in respect of which new or increased 
margins of preference are granted by Can- 
ada to the United Kingdom and cover a 
wide range of commodities, more particularly 
iron and steel products, both primary and 
fabricated, linens, cottons, woolens, chemicals, 
flat glass, tableware and leather. Parliament 
meets on October 6 to translate the Confer- 
ence compacts into law, and they are therefore 
expected to become operative at an early date. 
There has been this year a notable growth of 
trade between Canada and Great Britain, a 
tendency certain to be increased when the 
Conference concessions come into play. 

The rise in commodity prices early in the 
month has recently been halted and some re- 
action has occurred, although the gain has 
not been wholly lost. The close of the holi- 
day season and advent of autumn weather 
have improved retail business, to which 
tourist travel had contributed in lesser 
measure this year; manufacturing industries 
are still generally operating much below ca- 
pacity, textiles and boots and shoes being an 
exception. Some slack of unemployment has 
been taken in by harvest operations and here 
and there by new activity in manufacturing. 
Bank clearings this month reflect the grain 
movement at Winnipeg and a brisk stock 
market at Montreal and Toronto. Shipping 
is better employed on the Lakes; the peak of 
passenger trafic has been passed by ocean 
liners, but there is excellent prospect of a 
large export trade out of Canadian seaports 
until the close of navigation. Fifty more 
ocean vessels have arrived at the Port of 
Montreal than last year. British anthracite 
coal, due to cheaper price at ocean ports, is 
displacing American anthracite in Canada, 
imports of the former having risen over 50 
per cent. this year, while those from the 
United States have declined 27 per cent. 
Building construction has not yet taken on 
new life. 

External trade of Canada declined in value 
in August following the course of many 
months, imports having fallen $10,780,800, 
and exports $7,449,500 from the figures of 
the corresponding period last year. Total 
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foreign trade in August, $78,382,000, was 
practically of the same value as in July. The 
contraction in imports is due to the quiet 
state of domestic trade and possibly to the 
withholding of purchases from Great Britain 
until the new rates of duties are made known, 
but an increase of $600,000 occurred in im- 
ports of fibres, principally raw cotton, and of 
$1.386,000 in imports of non-metallic min- 
erals, principally coal. Grain shipments fea- 
tured the export trade of the month, those 
of wheat being 18,290,000 bushels against 
11,909,000 in the corresponding month last 
year. Cheese exports show a gain, as does 
also export of automobiles, while shipments 
of newsprint in August, decreasing less than 
5 per cent. in quantity, diminished $1,165,000 
in value, or by 13 per cent. 


SOME RECOVERY IN PRODUCTION 
CROP REPORT 


While complete reports on industrial op- 
erations confirm the statement in last month’s 
letter of a further decline during the current 
season, there were some unexpectedly good 
records for certain industries. Steel and 
automobile production in July increased over 
June, which was contrary to the normal trend 
in both industries. The output at one of the 
leading steel mills was the largest since Oc- 
tober, 1931, and while its operations, and 
those elsewhere, may have been less in Au- 
gust, the rolling of a large rail order is 
shortly to commence. The major significance 
of the July record of the automobile industry 
is that the greater number of cars manufac’ 
tured was for export, and therefore it seems 
that Canada is regaining some of the foreign 
business in this trade which she lost in 1930; 
August production has, however, been on a 
small scale, as is usual in that month. A 
most noteworthy feature is that, notwith- 
standing the blow to the lumber industry 
through the loss of practically its entire Amer- 
ican market, the July cut in British Columbia 
declined less than in the corresponding period 
of 1931, for which larger exports (except 
those to the United States which were of 
small proportions) were partly responsible. 





THE BANKERS MAGAZINE 


CROP REPORT 


The crop report, issued by the Bank 
of Montreal under date of September 
22, contains the following information: 


Harvesting operations in the Prairie Prov- 
inces, which had been proceeding rapidly un- 
der favorable weather conditions, are now 
delayed by fairly general rains and by snow- 
falls in parts of Alberta. Some reduction in 
grades may result. It is estimated that from 
50 to 60 per cent. of the western wheat crop 
has now been threshed. A preliminary esti- 
mate of the Dominion Bureau of Statistics 
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places the total wheat crop for the Dominion 
at 467,150,000 bushels, an increase of 163,- 
000,000 bushels over last year. In Quebec 
a cereal crop above the average is now being 
threshed, harvesting of a good tobacco crop 
is under way, apples are plentiful and roots 
promising. In Ontario threshing is well ad- 
vanced of grain crops that are proving satis- 
factory in both yield and quality. Corn, 
peaches, grapes and tobacco are also yielding 
good crops. In the Maritime Provinces the 
weather has favored harvesting operations 
and an average yield of cereals is expected. 
In British Columbia threshing of a good 
average crop of cereals is well advanced and 
tree fruits continue to give good promise. 


New Bank Window Display Offers Complete 


Advertising Service 


As a result of a thorough analysis of the 
banks’ advertising needs, the Elliott Service 
Company, New York specialists in financial 
window display advertising, have just an- 
nounced the “Master” Multi-Color Service 
which in size and detail is designed to utilize 
window space*to the best possible advantage 
of the advertiser. 

The new display is a further development 
of the Multi-Color Service, in which black 
and white photographic prints appear in 
beautiful natural colors when illuminated, 
which was introduced by this company early 
this year. As in the original service the 
latest news events in pictures and especially 
posed bank service photographs serve as the 
medium for presenting the bank’s appeal to 
the man in the street. 

The following features of this display are 
pointed to as giving the new service increased 
advertising value. (1) It will enable the 
bank, due to its large display space, to give 
proper emphasis to any one of its services or 
departments. (2) It will make it possible to 
present, in one centralized display, the story 
of as many as five services at the same time. 
(Space limitations have never before made 
this practical.) (3) It offers an ideal, bal- 
anced three-unit set-up often desired by the 
smaller banks. (4) It has a size and dignity 
entirely in keeping with the conservative 
tradition of banking institutions and will add 
materially to the decorative scheme of the 
window, no matter the size. 

The advertiser may choose from six possible 
units of this service the one best suited to his 
requirements. The most complete unit con- 
sists of :—a three panel display fixture, center 
panel with’ flasher back and two side panels 
attached with double action hinges. The 
entire spread of this unit is 544 inches and 
he center panel stands 34 inches from the 
oor. A minimum depth of 123 inches is 


necessary for its display. The center panel 
has three display openings, the top one carry- 
ing the 14 x 17 inch Multi-Color prints; the 
center the 34 x 17 inch bank or news captions 
and the lower 64 x 17 inch printed or silk 
screen advertising messages. The left side 
panel has a hinged compo board back and 
is designed to carry 14 x 17 inch poster in 
two colors, featuring one of the bank's serv- 
ices. These posters, included in the regular 
subscription price, are mailed to subscribers in 
four groups of 15 each, four times yearly. 
The right display panel has a removable, black 
felt loose letter board back in which the sub- 
scriber may set up his own special messages. 
Suggested copy for these messages and a set 
of 300 loose letters and figures are supplied 
with the service. As in the present Multi- 
Color Service, the subscriber may receive one 
or two news subjects and one bank Multi- 
Color subject, weekly, or may purchase the 
bank subject alone. The illuminating attach- 
ment is of metal, carries two flasher bulbs, 
nine feet of heavily insulated cord and is 
easily detachable. It is not necessary to 
remove it entirely to change Multi-Color 
prints. 

A “Mark Timer” automatic light control 
unit is supplied as standard equipment. This 
timer is of the type which may be placed flat 
on the window ledge or hung on any side 
wall inside the bank and may be set without 
disturbing the display. 

The “Master” display fixtures has been 
especially designed to be, in every detail, 
entirely in keeping with the dignity and 
tradition of financial institutions. Beautifully 
carved in a Grecian design and finished in 
rubbed walnut, it will harmonize perfectly 
with the furnishings of the bank window. 
The name of the bank subscriber will be hand 
lettered in gold across the top of the center 
panel at no extra cost. 





Entrance detail, Home Savings Bank, White Plains. N. Y. Holmes & Winslow 
Charles A. Holmes, Successor, New York, architects. 
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HERRING-HALL-MARVIN 
SAFE COMPANY 


Manufacturers and Designers of 
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Utility Directs the Planning of Bank 
Buildings 


By Harotp HAMMOND 
Of the Tilghman Moyer Company 


This is the second of a series of articles by this author that will appear from time to 


time. 
building and its business. 


Each article will consider some one phase of the relation between a bank's 
Last month’s article discussed the choice of a site. 


Future 


articles will consider such phases as vaults, the quality of the building, its cost, and its 


appearance. 


Altogether they will discuss a number of connections in which a bank's 


building can help, or hinder, its business. 


LL automobiles have one thing in 
Ave Fords, Rolls-Royces, 
trucks or fire engines, they must 
all go, or they are no good. Likewise all 
buildings, bank or otherwise, must keep 
out the weather. But, beyond that simple 
primary requirement, just as each type 
of automobile is planned for a certain 
purpose, so must each bank building be 
planned to meet the bank’s individual 
list of requirements, if the building is 
to operate most successfully for the bank. 
Determining this list of requirements 
and arranging the proposed building to 
fit them is generally termed “planning” 
the building. 

Planning contemplates such utilitarian 
matters as size and layout of the parts 
of the building; number and height of 
stories; convenient arrangement of rooms, 
halls, elevators, doors, stairs (known as 
“circulation’’) ; location of windows and 


VESTIBULE 
2 PUBLIC LOBBY 
5 OFFICERS? SPACE 
4 SAFE DEPOSIT VAULT 
5 FUTURE SAFE DEPOSIT BOOTHS 


6 WORK SPACE 

7 FUTURE WORK SPACE 
8 BOARD ROOM 

9 LADIES’ ALCOVE 

10 STAIRS TO BASEMENT 


light courts; also the disposition of pip- 
ing, electric wires, boilers and ventilating 
ducts (generally termed “mechanical 
equipment”). It is only after all these 
utilitarian matters are satisfactorily ar- 
ranged that appearance can be consid- 
ered. Ornamental considerations must 
wait, and must be subservient to practical 
needs; else, like an automobile with 
beautiful upholstery and paint, but poor 
carbureter or spark plugs, the bank 
building may not “go” so well. 
Generations ago John Ruskin said: “In 
the main we require from buildings, as 
from men, two kinds of goodness; first, 
the doing of their practical duty well, 
and then that they be graceful and pleas- 
ing in the doing of it.” The first of Rus- 
kin’s requirements is answered by what 
we can call PLAN and the second, which 
will be treated in a later article, is 


BEAUTY. 


An ACTUAL EXAMPLE OF TypE I PLAN 
Temple State Bank, Temple, Pa. 


Tilghman Moyer Company, Architects 
& Engineers. 


In actual application the types are seldom fol- 
lowed. Here the officers are placed adjacent to 
the public, also to the work space, and at the 
same time have direct surveillance over the 
vault. The work space is more compact than is 
usually possible for a centre lobby bank. When 
the growth of the community and of the bank’s 
business warrant, additions are planned for safe 
deposit booths on the left, and for added work 
space on the right, as shown on the plan dia- 
gram. When still further growth occurs, the 
banking room will be extended by an addition 
at the rear, without disturbing the vault. 
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Obviously the first step in planning a 
bank building is to definitely determine 
the requirements that the building must 
meet. That is a very general statement, 
but it means, in detail, to list the ac- 
tivities or departments that the building 
must house, then to determine how much 
space each activity needs, and after that 
the relative importance of each as re- 
gards access by customers and the inter- 
access needed among the various depart- 
ments. 

The old dictum of Aristotle that “a 
problem well stated is half solved” has 
no more apt application than it has right 
here. The most important and highly 
essential work in the planning of a build- 
ing is done before any drawing, rough 
sketch or otherwise, is started. No mat- 
ter what the type of building may be, 
the statement is true. When we con- 
sider a structure to house such complex 
activities as are in a bank, it becomes 
doubly significant. 

In approaching this work—the deter- 
mining of the requirements that the bank 


building must meet—it is safe to say that 
all banks alike need certain features, such 
as the counters between tellers and cus- 
tomers; vaults; and spaces for customers, 


tellers and bookkeepers. Beyond these 
universal requirements, however, the 
needs of individual banks begin to vary. 
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Most banks require at least one private 
office, some banks many such offices, and 
some few banks require none. Many 
banks find that the rental of their safe 
deposit boxes provides a goodly portion 
of their income, so much so, in some 
cases, that this department must have the 
easiest of access by customers and gen: 
erous, even luxurious, appointments; 
while on the other hand there are sav 
ings banks who, if they will stay out of 
the safe deposit business, can have sav- 
ings customers sent to them by nearby 
commercial banks. There is even wider 
diversity in other requirements such as 
trust, title and foreign exchange de- 
partments, board rooms, women cus 
tomers’ rooms and the like. But per- 
haps the widest diversity of all is met 
among the future requirements that must 
be considered when planning the bank 
building, of which more will be said 
later. 

During this process of determining and 
listing all of the requirements for an in 
dividual bank building, no account 
should be taken of materials or their 
cost, number of floors or the size of the 
building, or of its style of architecture. 
Planning does not concern itself so much 
with the building as with what is ex- 
pected of the building. Thus, study is 
applied to the functions of every depart: 


AN EXAMPLE OF TYPE III PLAN 
First National Bank of Mahanoy City, Pa. 


Tilghman Moyer Company, Architects 
& Engineers. 


Here, the floor plan is altogether a practical 
banker’s plan. The working space is most con- 
veniently compact. A strategic location allows 
the officers easy and complete control of all 
functions. In this connection, the cross passage 
at the rear is very useful. The vaults are 
ideally located for use, and their three entrances, 
when treated as a unit, become an important 
architectural feature of the interior. Large pay- 
rolls are handled in two rooms located for pri- 
vacy on a mezzanine floor above the vaults. The 
building is 50 feet wide by 125 feet in depth. 
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ment and every officer, and to their 
interrelations and their contact with the 
public. The ideal procedure is to study 
how each department can best con- 
duct its work. The space required for 
each is thus ascertained and the most de- 
sirable location of each with respect to 
the others is determined. When such in- 
quiry has been carried throughout all the 
requirements of the bank, the result con- 
stitutes the statement of the planning 
problem which, according to Aristotle, 
is then half solved. 

During the process of determining 
these requirements the banker should not 
disturb himself as to how they can be 
accomplished in a building; that problem 
is for the architect to worry about. It 
is the function of the banker and the 
architect, working together, to work out 
the statement of the ideal requirements 
as accurately and as comprehensively as 
is possible. Then it is the architect's 
work to devise a building plan that will 
solve the problem as perfectly as possible. 
Very seldom is it impossible to devise a 
building plan to meet the ideal require- 
ments when once those requirements 
have been determined and agreed upon. 

This process of first stating the ideal 
requirements and attending to their so- 
lution afterwards is especially valuable 
when an alteration to an existing build- 
ing, and not the building of a new one, 
is proposed; for it is here that a multi- 
tude of distracting items existing in the 
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present structure can divert thought 
irom the main problem, the ideal require- 
ments. In planning alterations, if the 
existing building cannot be altered to ac- 
commodate the ideal requirements, then 
alteration is not the correct solution. 
But it is surprising how often obstruc- 
tions in the existing building, which loom 
large if considered at the same time the 
ideal requirements are being determined, 
can be overcome finally by the architect's 
ingenuity and skill. 

In all’ this discussion of determining 
the ideal requirements, one important 
factor has been only briefly mentioned. 
That factor is the bank’s future require- 
ments, its expectation of future needs 
beyond those of the present. In consid- 
ering this phase of the problem bankers 
are often not sufficiently imaginative for 
their own best interest. The questions 
which must be answered are: What pos- 
sibilities can be foreseen for the profit- 
able increase in the bank’s business? 
What direction will this increase follow? 
What existing departments will it affect? 
What new departments will be required? 
And then, how can the building be so 
arranged as to accelerate this increase, 
and then accommodate it after it is se- 
cured? 

Perhaps this question of the future 
seems too difficult of solution, but here 
again the banker can lean upon the 
architect's experience. He has met this 
problem before and has learned an or- 


Type II PLAN In UsE 
First National Bank of Leechburg, Pa. 


Tilghman Moyer Company, Architects 
& Engineers. 


On an inside lot, to give the banking room sufficient 
light and air is often a problem. Here the large front 
window was made as broad as practicable and raised 
close to the ceiling. In this plan it was necessary to 
accommodate a stairway to serve offices above the bank, 
and a fire tower stairs at the rear, required by the 
State fire laws. In order to favor the banking room, 
the office entrance stairway is located on the work 
space side, so that the space below it, open in the form 
of an alcove, could be added to the usable work- 
ing space. 
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derly mode of analysis by which it can 
be solved. He identifies the prospective 
new customers as closely as possible and 
plans the building to attract and accom- 
modate them. It is instinctive, with him, 
to visualize in what directions the build- 
ing can be added to, in the future, with- 
out jeopardizing its appearance. The 
illustration showing an actual example of 
the Type I plan also shows a very clear 
case of ‘how the future can be antici- 
pated. 

After the ideal requirements, present 
and future, are thus established, we are 
ready to do the actual planning to satisfy 
all these needs. Notwithstanding the di- 
versity among banks as to their needs, 
there is sufficient uniformity in their 
major requirements to establish a gen- 
eral classification of bank floor plans un- 
der several types. 

The first step in making the plan is 
usually the assignment of the space to be 
used by the public and that to be used 
by the working force. The illustrations 
show five typical arrangements in simple 
block form. The first three are funda- 
mental while Types IV and V are sub- 
types using roughly a half of Type III. 


Type I is adapted to the lot that is 
wide and shallow. Though a lot which 
has this shape is comparatively infre- 
quent, it lends itself to a plan with some 
marked advantages. Chief among them 
is the facility with which the bank’s en- 
tire interior can be made visible to the 
passerby. The wide expanse of front 
offers an excellent opportunity for large 
areas of glass. When lighted also from 
behind or overhead, the eyestrain on the 
working force is diminished. The bank's 
offices as well as the safety deposit vaults 
can be made easily accessible to the pub- 
lic, and a dignified symmetrical plan 
secured. One disadvantage is the tend- 
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ency of customers to become bunched 
immediately inside the entrance. 

Type II is the so-called “horseshoe” 
or “centre-lobby” plan, and can be 
nicely adopted where the site is more 
than thirty-three feet wide. It is ideally 


lighted when windows can be had on 
both sides, but it may also be success- 
fully used with overhead light alone. It 
tends to a separation of the clerical 
force and to a marked division between 
departments. There should be enough 
clerks to attend to the wickets on both 
sides during the relief hours, as well as 
when the full force is present. The 
plan lends itself well to cages and, where 
the bank is large enough, to the unit 
system of tellers. 

Type III is the “island” plan. It 
consolidates the working force with 
some loss of convenience to the public. 
It allows a few clerks to attend to many 


Type III. 


wickets, but it is less readily fitted with 
cages. It fosters a congestion in the 
public space at the entrance, and pre- 
vents the magnitude and dimensions of 
the banking room from being as com- 
pletely apprehended as does Type II. 











Type IV is the “half island” plan, 
adopted by many in preference to Type 
III where the required number of wick- 


ets is not so great. It has the advan- 
tages of Type III for a smaller bank 
together with several of its own. When 
lighted from one side there is always 
a question in this plan (and in Type V) 





Type IV. 


whether to place the public space or the 
working space on the light side. The 
former makes the public space more im- 
portant, cheerful, and increases its ap- 
parent size, but it forces the tellers to 
look against the light, making their 
recognition of the patrons somewhat 
more difficult. The latter provides the 
best illumination for the working force 
but rather pointedly relegates the cus- 
tomer to the less attractive side of the 
room. In this dilemma a compromise is 
sometimes adopted which allots to the 
public the space next to the windows 
and includes a skylight to augment the 
reflected light in the working space. 

Type V is a variation of IV as re- 
quired by the deep and narrow city lot. 
Effective banks of this type have been 
planned on lots as narrow as twenty- 
two feet. More often than not, a sky- 
light is required. 

These five are the main types but, in 
practice, plans rarely occur which ad- 
here strictly to any of the types. The 
usual degree of difference between a 
“type” and the working out of that type 
to fit actual requirements can be realized 
by a comparison of the three actual 
bank plan illustrations with their re- 
spective block plan types. 
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It is the auxiliary rooms, whose plac- 
ing follows the choosing of general lay- 
out, which make most of the differences. 
Among these are included: Vaults for 
the bank, for safe deposit, and for books 
and storage; open spaces and private 
ofhces for the various officers; the board 
room; perhaps a ladies’ room, confer- 
ence rooms, safe deposit accommoda- 
tions, bookkeeping room and_ payroll 
rooms; then the necessary but small ad- 
juncts such as comfort rooms, telephone 
booths, closets for supplies and for 
janitor’s equipment, and so forth. 

Throughout the process of planning 
there is one factor which is likely to 
crop out more or less constantly, and 
that is precedent. Precedent—the way 
the other fellow has laid out his build- 
ing—should be considered, but dare not 
be given excessive weight lest we are 
led unwittingly to repeat the other fel- 
low’s errors or, what is worse, fail to 
embrace the opportunities that are pecul- 
iar to our own problem. 

Thousands of apartment houses are 
built regularly, on miserably inconven- 
ient plans, just because that happens to 
be the usual arrangement in that section. 





Type V. 


Meanwhile there are many ideal apart- 
ment houses, to plan which the archi- 
tects first cleared their minds of the cob- 
webs of precedent and started by 


outlining the fundamental requirements 
Thus it is 


of a desirable apartment. 
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that no matter how much we let prece- 
dent teach us, we must not allow it to 
control the planning of the bank. 

When we recall all of the factors and 
features that a well-composed plan must 
contemplate and assure, the making of 
such a plan may seem a complicated 
task, but, as in other lines of effort, the 
simplification and easing of the task lies 
in the fact that its elements can be taken 
one at a time, and in proper order. 
Moreover, when a well-composed plan is 
completed, and made to fulfil! every one 
of its purposes, the banker is well on 
the way toward securing a_ successful 
bank building. 


PENNSYLVANIA COMPANY TO 
SPONSOR NEW TRUST 
COMPANY 


THROUGH one of Philadelphia’s largest 
financial institutions—The Pennsylvania Com- 
pany for Insurances on Lives and Granting 
Annuities—an application will be made at 
Harrisburg for a charter of a trust company 
to be known as Main Line Trust Company 
and to be located in Ardmore, Montgomery 
County, Pennsylvania. The incorporators are 
officers and directors of the Pennsylvania 
Company and it is understood that the cap- 
ital stock of the new trust company will be 
owned by it. 

The application discloses that the officers of 
the proposed company, who are at present all 
officers of the Pennsylvania Company for 


HAVE YOU READ... 
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Insurances on Lives and Granting Annuities, 
will be John H. Mason, chairman of the board 
of directors, Richard S. McKinley, president, 
and William J. Lloyd, secretary and treasurer, 


CHECKS ISSUED BY BANK 
RECEIVERS EXEMPT FROM 
TAXATION 


CHECKs issued by receivers of state and na- 
tional banks are not subject to tax, under an 
important ruling recently issued by the tax 
department, according to J. S. Seidman, tax 
expert of Seidman & Seidman, New York, 
certified public accountants. 

“The ruling,” Mr. Seidman explained, “is 
based on a provision in the Act of March 1, 
1879, whereby no tax can be imposed which 
would operate to diminish the assets of an 
insolvent or bankrupt national bank, or in- 
solvent state or savings bank, necessary for 
the full payment of all of its depositors. 

“In order to gain the exemption, however, 
the department requires,” Mr. Seidman 
added, “that the receiver furnish the drawee 
bank with a certificate setting forth that pay- 
ment of the tax on such checks would di- 
minish the funds necessary for the full pay- 
ment of all the depositors of the bank.” 


B. L. FISHBACH MAKES NEW 
CONNECTION 


BENJAMIN L. FIsHBACH, author of “Risks of 
the Tellers’ Department” and a frequent con- 
tributor to THE BANKERS MAGAZINE, has be- 
come associated with Hamershlag, Borg & Co., 
members of the New York Stock Exchange, 
39 Broadway, New York. 


€€ The Fundamentals of % 
Good Bank Building 


. . . By ALFRED HOPKINS 


This book is a complete treatise on the various 
problems involved in the planning of a new 
banking home, or the remodeling of an old 
building to take care of expanding business. 


BANKERS PUBLISHING COMPANY 


465 MAIN STREET 
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How Banks Are Advertising 


A Monthly Review of Current Financial Publicity 


OCTOBER, 1932 


FINANCIAL ADVERTISERS DEFINE 
THEIR POLICIES 
Public Relations Demand Clear, Convincing, 
Truthful and Instructive Advertising 


N the brief seventeen 
| years of its existence, the 

Financial Advertisers As- 
sociation has come to be gen- 
erally recognized as an or- 
ganization capable of doing 
much good in the develop- 
ment of the financial future 
of our country. Its record 
of service is unquestioned by 
those aware of the difficulties 
encountered. Its potentiali- 
ties as a means of furthering 
a more harmonious, and a 
more understanding relation- 
ship between sound banking 
principles and the public 
served by those principles, 
are unlimited. It stood, co- 
hesively, at its 1932 conven- 


CiaRLESs H. McMAHON 


Retiring president of the 
Financial Advertisers As- 
sociation. 


tion, held in the Congress 
Hotel, Chicago, during Sep- 
tember 12-15, and _ faced 
with confidence, foresight, 
and knowledge, the problems 
connoted by the convention 
keynote—‘Financial Adver- 
tising in the Thrifty Thir- 
ties.” 


H. A. Lyon 


New president of the Fi- 
nancial Advertisers Asso- 
ciation and advertising man- 
ager, Bankers Trust Com- 
pany, New York. 


The 300 financial adver- 
tising men gathered there 
from almost every state in 
the Union, reflected the be- 
lief of progressive banks that 
financial advertising must, in 
the era of development to 
come, be the agency through 


which banking can be prop- 
erly interpreted and re-sold 
to men and women who are, 
at the present, disappointed, 
bewildered, or critical to- 


ALva G. MAXWELL 


Vice-president of the Citi- 

zens and Southern National 

Bank of Atlanta, who was 

elected first vice-president 
of the association. 


wards banks and hank man- 
agement. 

Financial advertisers have 
no precedents to follow, 
other than those which they 
have already established. In 
a sense, they must map a 
safe course through seas that 
are virtually uncharted. This 
can well be done through 
such a medium as the asso- 
ciation provides, where indi- 
vidual accomplishments and 
experiences are gathered and 
disseminated for the benefit 
of the banking profession as 
a whole. Through the asso- 
ciation, a swift interchange 
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of ideas is possible, and a 
common fund of information 
is available. 

The training and the tal- 
ents of those attending the 
convention, and their abili- 
ties to present any situation, 
either pleasant or unpleasant, 
so as to get a desired reaction 
from the public mind, can- 
not be duplicated. But there 
must be some focal point 
where these abilities may 
have a controlled centraliza- 
tion towards a common goal. 
The association performs this 
function. 

At this meeting a ramified 
problem was clearly defined. 
Financial | advertisers must 
strive to secure sincere co- 
operation within their own 
banks. They must not only 
know their own institution 
and its products, but they 
must be able to understand 
its individuality and then in- 
terpret that individuality 
clearly and correctly to the 
public. And they must 
fathom the public mind and 
keep intimately abreast of its 
cross-currents and its swift 
changes so that their mes- 
sages may be accurately in- 
formative and educational. 
Outside of the many tech- 
nical discussions, these 
themes dominated the spirit 
of the convention. 

In the opening session, 
George W. Rossetter, presi- 
dent of the Chicago Associa- 
tion of Commerce, delivered 
the welcoming address. C. 
H. McMahon of Detroit, 
president of the association, 
pointed out that, inasmuch 
as a bank is no stronger than 
the faith of its depositors, 


financial advertising must, 
through honest and sincere 
advertising, eradicate the 
bad taste left in the public 
mouth by the conditions of 
the past few years. 

Speaking vigorously on 
the topic, “Has the Banker 
Lost His Fight?” Col. Frank 
Knox, publisher of the Chi- 
cago Daily News, cited some 
of his experiences with bank- 
ers while engaged as chair- 
man of the Citizens Recon- 
struction Organization, and 
took them to task for their 
inability to cope frankly with 
the present situation. He 
stated : 

“If the banks are wise, 
one of the first reforms they 
will undertake will be the 
translation of bank  state- 
ments into language that the 
man in the street can under- 
stand. One of the greatest 
elements of safety for banks 
in the future will be to have 
the people understand as 
much about banks as pos- 
sible.” 

Referring again to _ his 
anti-hoarding campaign, Col. 
Knox said: 

“An appeal to the intelli- 
gence of the common man 
brought about the success of 
that campaign and taught 
bankers something about 
public psychology. Hiding 
does not allay suspicion, but 
creates new suspicions.” 

Declaring in no uncertain 
terms that banks must antici- 
pate not only the public 
mind, but the legislative and 
governmental mind as well, 
James L. Walsh, executive 
vice-president, Guardian De- 
troit Union Group, Detroit, 
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clearly gave his opinion of 
the job that financial adver. 
tising must do: 

“Bankers are facing the 
problem of leading the 
American people out of the 
economic bog in which they 
are floundering, and it is not 
too much to say that the rest 
of the world is anxiously 
awaiting the return of this 
nation to a firm foundation 
as a condition precedent to 
their recovery. 

“In tackling this job we 
can use to advantage ways 
and means developed in com- 
mercial advertising. We 
have got to reduce our eco 
nomic maxims and _ parables 
in words of one syllable. We 
have got to employ the most 
convincing illustrations, the 
most graphic similes; we 
must drive home, without 
any possibility of misunder: 
standing, the fundamentals 
of economics to which we 
must return as a condition 
precedent to complete recov. 
ery.” 

Mr. Walsh then enlarged 
upon this topic, and stated: 

“Consequently, it is the 
job of financial advertising 
men to broaden their view 
point to include the whole 
economic horizon; to trans 
late economic truths into 
language that is readily un 
derstood and believed by the 
man on the street; to preach 
the gospel that the growth 
of a bank is wholly depend: 
ent upon the prosperity of 
the community it was organ 
ized to serve; to demonstrate 
by facts and figures that the 
progress of all classes, all 
groups, all industries, and all 


sect 
ent | 
nati¢ 
mer 
fact 
inte: 


dept 





i 


THE BANKERS MAGAZINE 


sections, is directly depend- 
ent upon the progress of the 
nation as a whole; to ham- 
mer home the fundamental 
fact that nations engaged in 
international trade are inter- 
dependent. Give us a new 
‘Declaration of  Inter-de- 
pendence.” ” 

In discussing “What the 
Advertising Man Should 
Know About Banking,” R. 
L. Stone, vice-president of 
the First Wisconsin National 
Bank, Milwaukee, showed 
the vital necessity of a thor- 
ough knowledge of the bank 
required by the advertising 
man. Summing up the ad- 
vantages of co-operating 
knowledge, Mr. Stone said: 

“It is the banker's busi- 
ness to run the sort of a 
bank that can be advertised 
effectively. It is the adver- 
tising man’s job to sell that 
bank to the public. With 
an advertising man _ well 
posted on banking in general 
and his own bank situation 
in particular, and a manage- 


E. A. Hintz 


Re-elected treasurer of the 
Financial Advertisers As- 
sociation. 


ment that is co-operating in 
every way to make the neces- 
sary information and con- 
tacts accessible to him, it 
seems to me that any bank 
can just about write its own 
ticket so far as the banking 
business of its community is 
concerned.” 

In taking the other side of 
the question, “What the 
Banker Should Know About 
Advertising,” Wirt Wright, 
president of the State Bank 
and Trust Company, Evans- 
ton, particularly stressed the 
advisability of bankers giv- 
ing deeper consideration to 
public relations. He said: 


FRANK FUCHS 
Advertising manager, First 
National Bank of St. Louis, 
who was elected third vice- 
president of the association. 


“Possibly never in the his- 
tory of American banking 
was there so great a need for 
a combination of frankness, 
courage, simplicity and 
finesse in its approach to the 
public as now. You all 
know it. But not all bankers 
do. We bankers are so hide- 
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bound by the traditions of 
our methods, so full of false 
pride, so inclined to draw 
into a shell when under criti- 
cism, so burdened with re- 
sponsibilities and their conse- 
quent difficulties of our 
semi-fiduciary business, that 
we are like to be neither 


I. I. SPERLING 
Assistant vice-president, 
Cleveland Trust Company, 
who was elected second 
vice-president of the as- 

sociation. 


qualified nor disposed accu- 


rately to measure the 
changed atmosphere about 
banking. But the public 
mind is in a sensitive mood.” 
Leopold A. Chambliss, as- 
sistant vice-president of the 
Fidelity Union Trust Co., 
Newark, suggested in his talk 
on “What Phase of Trust 
Service Can Profitably Be 
Advertised Now” that— 
“There is no higher duty 
that advertising can fill that 
of determining the 
public need, selecting a prod- 
uct or service to fill that need 
and then by all the artistry 
and devices at the profes- 
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sion’s command, carry that 
message to the public.” 

After explaining how banks 
had fallen victim to high- 
pressure methods of selling— 
methods which they still were 
paying for in the lack 
of public confidence, Allard 
Smith, executive vice-presi- 
dent of the Union Trust Co., 
Cleveland, touched again 
upon the recurrent theme of 
the convention. Mr. Smith 
explained that 

“The underlying cause be- 
hind mob psychology which 
drew out bank deposits dur- 
ing the last few years 
fear, and fear, in the 
analysis, 


was 
last 
is frequently an- 
other name for ignorance. If 
banks can dispel this igno- 
rance, then I think they can 
eliminate a great share of 
fear. You can never expect 
to eliminate bad mob psy- 
chology completely—but you 
can eliminate a large share of 
it, and reduce it to a point 
where it may be kept under 
control when it does arise. 

“Banks must start today 
upon a persistent program of 
steady educational advertis- 
ing, in order to be prepared 
for a future depression, 
should that depression ever 
come again.” 

Another declaration of con- 
fidence in the future of fi- 
nancial advertising was ex- 
pressed by M. E. Holderness, 
vice-president of the First 
National Bank in St. Louis 
and president of the Missouri 
Bankers Association. Mr. 
Holderness said, in part— 

“So far as bank advertising 
is concerned, I think the need 
for it is greater than at any 
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time since I have been in the 
profession, chiefly the kind of 
advertising that will inform 
the public how faithfully 
banks have played their part 
in the depression to avert 
disaster, and what banks are 
doing today in laying a 
foundation for the return of 
better times. 

“Banks should give the 
public a true story in their 
advertising messages which 
will make them understand 
and appreciate better than 
they ever have before the 
bank’s importance in the 
community. 

“Of course these stories 
must be told by the bankers 
themselves who are on the 
firing line; it is the function 
of the advertising man to 
dress the message and of the 
advertising media to propo- 
gate it.” 

In the light of these chang- 
ing situations, H. A. Lyon, 
advertising manager of the 
Bankers Trust Company, 
New York, touched the 
mainspring of all topics un- 
der discussion in his talk 
“Why Advertise at All?” 
In this connection he stated 
that— 

“Advertising is an accepted 
tool of modern business. Like 
other generally accepted 
tools, its adequacy and its de- 
sirability are often sincerely 
questioned by those not fa- 
miliar with its accomplish- 
ments.” 

Speaking of the advantage 
of proper advertising during 
this depression, Mr. Lyon 
said that “it could have in- 
duced confidence by remov- 
ing a certain amount of mis- 


ee, 


information and ignorance, 
which is the basis of irre. 
sponsible rumor.” He then 
continued— 
is and I firmly be. 
lieve that informative adver. 
tising as to what constitutes 
sound finance will, over a 
period, do much to drive the 
unqualified and dishonest 
man from the field, to the 
everlasting credit and proft 
of the sound houses and 
banks. 

“Any financial institution 
will find advertising of help 
if it wishes to continue in 
business, if it wants the f- 
nancial field confined to legit- 
imate and trained bankers, if 
it has an attractive personal- 
ity, and if it has products of 
interest to the public and of 
profit to itself.” 

Referring to the specific 
benefits and results of a spe- 
cific advertising campaign, 
Peter Michelson, manager of 
the advertising and publicity 
department of the Bank of 
America, N. T. and S. A, 
cited his own experiences. 
His talk on “Advertising 
Our Way Out of the De: 
pression” covered many in 
teresting highlights of a suc’ 
cessful advertising campaign. 
Of particular interest tc 
bankers are his following re- 
marks— 

“Here among the delegates 
I hear stories of advertising 
appropriations cut or entirely 
eliminated, of difficulties ex’ 
perienced by bank advertis- 
ing men in seeing bank presi- 
dents. To me, all of this is 
strange—it is bewildering— 
I can’t understand. Even 
the calendar appears to be 
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wrong. You can’t be speak- 
ing of 1932—it must be 

1390. 

Why, you are 
dealing with the most sensi- 
tive thing in the world—the 
public opinion that makes 
ind breaks banks.” 

Mr. Michelson then showed 
the value of increased adver- 
tising expenditures by ex- 
plaining that the Bank of 
America spent $200,000 in 
three months advertising and 
in that period added 130,000 
new depositors and $51,000,- 
000 in new deposits. Evi- 
dencing the co-operation 
siven him, he said— 

“My complaint is not that 
I cannot see A. P. Giannini; 
it is that he sees too much of 
me. Never a day passes that 
I do not receive from three 
to ten telephone calls from 
him and each time it is to 
offer some helpful suggestion 
or some constructive criti- 
cism.”” 

As a definite and tangible 
evidence of the ground 
gained since the Financial 
Advertisers Association be- 
came operative, was the ex- 
hibit of 125 panels display- 
ing the last word in financial 
advertising. In sharp con- 
trast were samples of finan- 
cial advertising extending 
from 1850 to 1915. A com- 
parison showed the un- 
doubted strides that the fi- 
nancial advertising profession 
has made in the last fifteen 
years. As an innovation to 


the exhibit was a panel de- 
voted to financial advertising 
that had failed its mark and 
the reasons why it had failed. 
No greater tribute to the 


progress of the ideals of the 
association could be made 
than the display of this panel 
which attracted keen interest 
and elicited commendation 
from many sources. Henry 
L. Parker, of the Detroit 
Savings Bank, was chairman 
of the exhibit committee, and 
presided at the exhibit lunch- 
eon during which short talks 
were given explanatory of 
the inception, execution and 


Jacop KUSHNER 


Assistant secretary, United 
States Trust Company, Pat- 
erson, N. J., and winner of 
the “One Best Bet’ contest. 


results of many of the panels 
displayed. 

An outstanding feature of 
past conventions has been the 
“One Best Bet Luncheon.” 
The topic of the three-minute 
competitive talks at this 
luncheon during the 1932 
convention was “How I am 
Meeting Present Conditions.” 
Jacob Kushner, assistant sec- 
retary of the United States 
Trust Co., Paterson; was ad- 
judged the winner of this 
contest. He showed how his 
bank, in a locality which, due 


to a large element of foreign- 
ers, was fertile field for bank 
failures, co-operated with the 
other banks in Paterson and 
through that inclusive co- 
operation and the proper 
advertising, averted conse- 
quences that might well have 
been serious. As a result of 
this policy, the sixteen banks, 
thirty-five building and loan 
associations, and six bond and 
mortgage companies in busi- 
ness at the beginning of the 
depression, have successfully 
weathered the financial storm 
and are still open. 

Of particular interest to 
the advertising men were 
other excellent talks devoted 
to the more technical side of 
advertising, and the ways 
and means best suited to 
achieve the goals desired. 
While the general sessions 
were in conference, the 
Trust Development Division 
held its meetings in a separate 
hall and there discussed poli- 
cies for the coming year. 

At the annual banquet, 
closing the convention, Silas 
H. Strawn delivered an ad- 
dress on “Factors Influenc- 
ing American Business.” Mr. 
Strawn laid emphasis on 
three major problems pre- 
senting themselves at this 
time—the unemployment sit- 
uation, the cost of govern- 
ment, and the foreign situa- 
tion. 

The officers and directors 
elected to carry out the rec- 
ord and principles already es- 
tablished by the association 
were: 

President, H. A. Lyon, ad- 
vertising manager of the 
Bankers Trust Company of 
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New York; first vice-presi- 
dent, A. G. Maxwell, vice- 
president of the Citizens & 
Southern National Bank, At- 
lanta; second vice-president, 
I. I. Sperling, assistant vice- 
president, Cleveland Trust 
Company; third vice-presi- 
dent, Frank Fuchs, advertis- 
ing manager, First National 
Bank of St. Louis, and treas- 
urer, E. A. Hintz, of Chi- 
cago. 

Directors: C. Delano Ames 
and J. Blake Lowe, Balti- 
more; Frank G. Burrows and 
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Robert Sparks, New York; 
Leopold A. Chambliss, New- 
ark, N. J.; Ralph Eastman, 
Boston; J. Mills Easton, Chi- 
cago; Stephen H. Fifield, 
Jacksonville, Fla.; A. Key 
Foster, Birmingham, Ala.; 
Beatrice E. Kempff, Phila- 
delphia; Don Knowlton, 
Cleveland; Jacob Kushner, 
Paterson, N. J.; Charles H. 


McMahon, Detroit; Peter 
Michelson, San _ Francisco; 
Henry L. Parker, Detroit, 


and G. L. Spry, London, 
Ont. 


HOW BANKS ARE ADVERTISING 


UNDER the heading “Will 
Your Estate Be Subject to 


Experiment?” the Bank of 
Manhattan Trust Company, 


Recommended for 
the Earnest Consideration 
of Southern Business Men ---; 


‘The TRADE ACCEPTANCE 


This BANK, alert to any legitimate 
means of assisting trade and promoting 
the regular flow of credit, urges the wider 
use of the Trade Acceptance® as an in- 
strument of credit. Outstanding industrial, 
business and financial leaders—the coun- 
try over—give it as their opinion that 
increased use of the Trade Acceptance is 


bound to stimulate improved business 


The full facilities of this institution are 
at the command of responsible sellers or 
buyers who may desire to discount such 
Paper and use it as working funds in the 
conduct of their business. 


* A time draft drawn by the seller upon the purchaser 
of goods, usually sent with the invoice for the goods. 
The buyer signs across the face of the Trade Accep- 
tance, setting forth a definite maturity date. 


Crk FIRST 


NATIONAL BAN K of Atlanta 


Checking Accounts ++ 


+ Savings Accounts ++- Trusts 


Commercial and Personal Loans 


TRUST COMPANY of GEORGIA 


Trusts + ~ 


A well written and 


to popularize the trade 


+ Investments + ~~ 





arranged 
acceptance 


Mortgage Loans «++ Banking 


THE SOUTHEAST™ 


advertisement designed 
among Southern 


business men. 





New York, recently pub. 
lished an effective trust ad- 
vertisement which read ji; 
part: 


Business conditions have made 
the management and conserva. 
tion of an estate increasingly 
difficult. Now, more than ever, 
good judgment dictates that es. 
tate management shall be beyond 
experiment. 

Results have proven—and es- 
pecially during the recent diffi- 
cult years—that estates managed | 
by trust institutions have fared 
notably better than estates and 
funds managed by individuals. 

For this there is “no secret of 
success.” The difference is merely 
the difference between manage- 
ment by an over-burdened in- 
dividual and management by 2a 
body of men whose sole busines 
it is to observe and analyze— 
daily, hourly—current financial 
trends, facts and figures. 

These men operate on no one 
individual’s opinions, guesses or 
“hunches.” They have reduced 
the management of funds to 
basic, conservative principles. 


EDUCATE THE PUBLIC 


“First of all, you must get thor- 
oughly into the minds of the 
general public the fact that a 
bank does not keep depositor’ 
money in its vault, but lends iv 
out to businesses and individuals 
who use it for the upbuilding 
and development of the com 
munity. I think that the public 
ought to be taught the basic 
principles underlying the exten- 
sion of bank credit. They should 
know how mortgage loans are 
made, how collateral and com 
mercial loans are handled, what 
the security for these loans con- 
sists of, how repayment of these 
loans is accomplished, and why 
it is expected when the loan is 
made. 


“Banks must start today upon 
a persistent program of steady 
educational advertising, in order 
to be prepared for a future busi- 
ness decline, should that come 
after we recover from the recent 
depression.”"—Allard Smith, ex: 
ecutive vice-president, Union 
Trust Company, Cleveland. 
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Convention News 


COMING BANKERS’ CON- 
VENTIONS 


AMERICAN BANKERS ASSOCIATION. Execu- 
tive manager, Fred N. Shepherd, 22 East 40th 
street, New York City. 


CALIFORNIA BANKERS ASSOCIATION, Pasa- 
dena, 1933. Secretary, Andrew Miller, 632 
Mills Building, San Francisco. 


INVESTMENT BANKERS ASSOCIATION, White 
Sulphur Springs, W. Va., October 22-26. 
Headquarters, Greenbrier Hotel. Executive 
vice-president, Alden H. Little, 33 South 
Clark Street, Chicago. 


Iowa BANKERS ASSOCIATION, June 19-21, 
1933. Secretary, Frank Warner, 430 Liberty 
Building, Des Moines. 


KansAS BANKERS ASSOCIATION, Salina, 
1933. Executive vice-president, W. W. Bow- 
man, Topeka. 


Mip-ConTINENT Trust CONFERENCE, Mil- 
waukee, Wis., November 17-18. Under the 
auspices of the Trust Division, American 
Bankers Association. 


Missour!I BANKERS ASSOCIATION, May 16- 
17, 1933. Secretary, W. F. Keyser, Sedalia. 


MortGAGE BANKERS ASSOCIATION. Secre- 
tary, Walter B. Kester, 111 West Washing- 
ton street, Chicago. 


Bank Buildings 


Design, Construction 
Equipment and Modernization 


Our many years of experience 

in designing bank buildings, and 
in so planning interiors as to secure 
maximums of convenience and efh- 
ciency, qualify us to perform these 
services for you promptly, per- 
fectly and economically. 


Booklet sent upon request without 
obligation 


CHAS. A. HOLMES 


Successor to 


HOLMES & WINSLOW 


BANK BUILDING SPECIALISTS 
Established 20 Years 


153 E. 38th Street - New York 


NEBRASKA BANKERS ASSOCIATION, Omaha, 
November 3-4. Secretary, William B. Hughes, 
908 Woodmen Building, Omaha. 


New Jersey BANKERS ASSOCIATION. An- 
nual Trust Conference, November 17-18, 
Paterson, N. J. 


OKLAHOMA BANKERS ASSOCIATION, Okla 
homa City, May 23-24, 1933. Secretary, 
Eugene P. Gum, 907 Colcord Building, Okla- 
homa City. 


Reserve City BANKERS ASSOCIATION, 
Denver, 1932. Secretary, J. J. Schroeder, 
162 West Monroe street, Chicago. 


RoBERT Morris’ ASSOCIATES, 
Falls, N. Y., October 24-26. 
Niagara Hotel. 
Lansdowne, Pa. 


Niagara 
Headquarters, 
Secretary, Alexander Wall, 


SAYS ILLINOIS WILL HAVE NEW 
BANKING ACT 


ILuino!s will have a new State Banking Act 
according to Paul E. Zimmermann, president 
of the Illinois Bankers Association, who 
recently returned from a two weeks’ tour of 
the state, during which he attended eleven 
meetings of bankers in the various sections, 
at which this subject was discussed. 

In a recent interview Mr. Zimmermann ex- 
pressed great gratification over the improved 
conditions which he observed during this trip 
and the feeling of confidence which the bank- 
ers are exhibiting generally throughout the 
state. He said, “The weaknesses of our bank- 
ing laws which have been disclosed by recent 
events were discussed very thoroughly and 
freely in our meetings. Not only bankers 
but members of the general assembly, candi- 
dates for public office and many influential 
citizens have agreed that the program to be 
presented to the next general assembly by the 
[llinois Bankers Association provides a great 
improvement in the fundamental structure of 
our banking system. What surprised me 
most,” he continued, “was the astounding lack 
of information which our public men and, if 
I may be so bold as to say so, our newspaper 
editors exhibit when this subject is discussed. 
There seems to be a prevailing idea that the 
banking laws of Illinois are, I might almost 
say, impossible and that the administration 
of the laws and the supervision of the banks 
are subject to grave criticism. 

“Frequently men in high esteem, who 
should know better, have undertaken to con- 
trast Illinois laws with those of other states 
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and the National Banking Act. Only recently 
a man of great prominence in this state 
described the Banking Act of Illinois as the 
worst of any state in this union. This is un- 
fortunate and unfair and undoubtedly is due 
to either lack of information or misinforma- 
tion. The facts are that Illinois’ banking laws 
stand out among the best in the country and 
their administration has been of a superior 
quality. In saying this I do not mean to 
imply that they are perfect. If they were 
the Illinois Bankers Association would not 
now be proposing a revision, but hindsight is 
better than foresight and, where weaknesses 
have been found, they should be corrected. 

“It must not be overlooked that the present 
laws under which state banks are chartered, 
operated and supervised in Illinois, date only 
from 1921 practically. Our present banking 
act was passed in 1917 but. owing to certain 
technical defects actually did not become 
operative until 1921, prior to which time there 
existed in this state a large number of bank- 
ing institutions, a great proportion of which 
were private banks operating under no 
restrictions or supervision whatever. These 
were absorbed in the supervised banking 
system created by our present act and the 
department of supervision had then to be 
built up to accommodate the need created. 
This was no easy task but great progress had 
been made through the efforts of the present 
state auditor and his predecessor and had it 
not been for the economic tidal wave which 
swept everything in its path, the troubles 
which developed among the banks in the state 
would have been considerably diminished, nor 
must it be overlooked that these troubles 
encompassed all kinds of banking institutions 

not only in Illinois but throughout the 
United States and the world. National banks 
succumbed as well as state banks. Privately 
operated banks in other states where per- 
mitted, as well as branch, group, chain and 
unit banks, felt equally the effects of the 
storm. 

“A careful comparison of the provisions 
of the National Banking Act with the State 
Banking Act of Illinois will not disclose any 
disadvantage to the latter. The disclosure 
might be the opposite. For instance: the 


New York City 


requirements for the organization and charter- 
ing of new state banks in Illinois are much 
more strict than those applying to national 
banks. The capital requirements are more 
dificult to meet. Losses are defined and 
charge-offs required before an Illinois State 
bank may pay a dividend, in addition to which 
a definite surplus must be built up from 
earnings. 

“In the administration of the laws involv- 
ing the supervision and examination of the 
banks, no one who has seriously studied the 
problem would assert that the Comptroller's 
ofice in Washington is in any way superior 
to that of the Auditor of Public Accounts in 
Illinois. I am mentioning these things be- 
cause in sO many instances attempts are made 
to compare these national and state banks 
to the detriment of the latter. 

“In Illinois, those of us who are cognizant 
of the facts cannot see very much difference 
between the two types of banks. This 
propaganda which is being developed in 
favor of what is called a unified banking 
system is only another effort to eliminate the 
small community-owned, independently- 
operated unit banks—both national and state 
—in favor of a centralized banking system. 

“Only recently Senator Walcott, high in 
the counsels of his party, in a public state- 
ment, castigated the large metropolitan banks 
for certain alleged practices which he claimed 
proved detrimental to their smaller brothers 
and then with astounding logic asserted that 
these large banks should, therefore, be pun- 
ished by delivering over to them, body, boots 
and breeches, the victims of their offenses! 

“We; who have been operating independent 
unit banks, who have made a sincere effort 
to serve our communities and build up busi- 
ness enterprises and who have survived the 
terrible economic hurricane, rather resent 
these implications and are alert to the needs 
of our institutions. For that reason, through 
cur association, we are seeking the weaknesses 
in our banking laws and their administration 
and are ready to make the necessary correc- 
tions. We realize thoroughly, however, that 
no law and no administration of the law can 
make a good banker out of a bad one; that 
banking must depend upon men and that 
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nothing will substitute for capable, honest, 
conscientious, intelligent, experienced manage- 
ment, and it is along these lines that the 
greatest effort is being made.” 


GUARANTY DEPOSITS INCREASE 


THE statement of condition of the Guaranty 
Trust Company of New York as of Septem- 
ber 30, 1932, issued recently, shows deposits 
totaling $1,002,027,142.61, which compares 
with total deposits of $928,343,300.36 at the 
time of the last published statement June 30, 
1932. The company’s capital totals $270,- 
830,233.44, comprising capital $90,000,000, 
surplus $170,000,000, and undivided profits 
$10,830,233.44. The last figure shows an 
increase of $334,500.53 in undivided profits 
during the last quarter. 

The company’s total resources are $1,354,- 
986,419.54, an increase of $114,280,471 
since June 30. Its cash on hand, in Federal 
Reserve Bank, and due from banks and bank- 
ers and its U. S. Government obligations total 
$668,175,430.03, as compared with $537.- 
258,847.44 on June 30. 


CHASE NATIONAL BANK 
STATEMENT 


THE statement of the Chase National Bank 
for September 30, made in response to the 
call of the Comptroller of the Currency, 
shows the following change in important 
items since June 30, the last previous state- 
ment date. 

Total resources amounted to $1,855,617,- 
000, as compared with $1,731,509,000 on 
June 30; cash in the bank's vaults and on 
deposit with the Federal Reserve Bank and 
other banks, $377,211,000, as compared with 
$299,944,000; investments in United States 
Government securities, $249,899,000, as com’ 
pared with $218,073,000; securities maturing 
within two years, $120,394,000, as compared 
with $106,511,000; other bonds and securi- 
ties, including stock in the Federal Reserve 
Bank, $90,371,216, as compared with $99, 
847,000; loans and discounts, $860,924,000, 
as compared with $860,646,000. 
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The capital of the bank amounted to $148, 
000,000, unchanged; surplus $100,000,000, 
unchanged; undivided profits $18,335,000, as 
compared with $17,381,000; reserve for taxes, 
interest, contingencies, etc., $14,541,000, as 
compared with $12,170,000; deposits, $1,420,- 
221,000, as compared with $1,302,456,000. 


INCREASES CAPITAL 


THe Dauphin Deposit Trust Company, 
Harrisburg, Pa., has increased its capital from 
$300,000 to $400,000 and surplus from 
$600,000 to $800,000 The increase in cap- 
ital funds was thought advisable in view of 
the fact that deposits have increased $1,500, 
000 and trust funds $5,400,000 since 
September, 1930. 


CLASSES IN CREDIT SUBJECTS 


THe New York chapter of the National 
Institute of Credit, 468 Fourth Avenue, New 
York, has arranged evening classes for young 
men and women engaged in bank credit 
departments. This year the Institute will con- 
duct courses in the following subjects: Credits 
and Collections; Advance Credit Problems; 
Business Letter Writing; Law of Bankruptcy 
and Negotiable Instruments. 


A. C. DORRANCE BECOMES 
GUARANTY DIRECTOR 


Cuar_es H. Sasin, chairman of the board 
of the Guaranty Trust Company of New 
York, has announced that at a meeting of the 
board of directors held October 5, Arthur C. 
Dorrance was elected a director of the com- 
pany. Mr. Dorrance is president of the 
Campbell Soup Company, of the Franco- 
American Food Company, and of the Camp- 
bell Soup Company, Ltd. He is also a 
director of many corporations. 


ROBERTS ADVANCED 


Wo. H. Roserts, Jr., has been elected an 
assistant secretary of the Fidelity-Philadelphia 
Trust Co., Philadelphia. 
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NEW YORK SAVINGS BANKS 
APPROVE FORMATION OF 
RAILROAD COMMITTEE 


Pup A. BENSON, president of the Dime 
Savings Bank of Brooklyn, and other lead- 
ing savings bankers have expressed unanimous 
approval of the newly formed committee 
headed by Calvin Coolidge for a study of the 
railroad problem. In a statement to the press 
Mr. Benson called the formation of this com- 
mittee one of the most helpful and encourag- 
ing events that had happened recently. He 
stressed the importance of the railroads to the 
nation and particularly to savings banks and 
life insurance companies which have a sub- 
stantial portion of their funds invested in 
railroad securities. 

He pointed out, however, that as a savings 
banker he wanted to make the position of 
savings banks on this question clear. In so 
doing he emphasized the fact that mutual 
savings banks are restricted by law to only the 
first grade railroad bonds, that is, that they 
hold in the main underlying mortgage assets 
of the best and strongest railroad systems. 

Mr. Benson said: “The mutual savings 
banks when they heard of the movement to 
enlist the services of Mr. Coolidge and his 
committee in the solution of the railroad 
problem heartily approved of it and they are 
gratified to learn that each member of the 
committee has agreed to serve. 

“It is, to my mind, one of the most help- 
ful and encouraging events that has happened 
recently. The railroads are an absolute 
necessity to the economic life of the country 
and are performing a service that no other 
means of transportation can furnish. The 
economic depression, however, has brought to 
the railroads new and pressing problems. 
Furthermore, they are harassed by unregulated 
and to a great extent publicly subsidized com- 
petition. This situation must be fairly and 
squarely faced and a way found whereby the 
railroads may fulfill their destinies and prosper. 

“The public is perhaps most interested of 
all for they are the ones that use the rail- 
roads. The public, however, is interested 
because of the fact that the railroads as a 
whole form one of the most important bodies 
of taxpayers and they are contributing 
millions of dollars annually to the national, 
state and local governments in the way of 
taxes. What destroys the railroads destroys 
their power to pay these taxes, thus placing 
a larger burden on the tax-paying public. 

“The owners of the railroads are interested, 
for their money is invested in them. The 
life insurance companies and savings banks 
are interested because they are the holders of 
a large proportion of the outstanding bonds 
issued by the railroads. However, the in- 
vestment of savings banks in railroad securi- 
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ties has been widely and carefully guarded by 
law. The State of New York and other states 
in which their are mutual savings banks have 
always prescribed with great rigidity the rail- 
road investments that may be made by sav- 


ings banks. In the last two or three years the 
New York laws have been amended so as to 
safeguard still further savings bank invest- 
ments in this type of security. 

“Our banks hold the choicest railroad 
bonds that have been issued, that is, they hold 
in the main, underlying mortgage assets of 
the best and strongest railroad systems. We 
feel secure in our possession, but because of 
the fact that we own these bonds, we are 
interested in the problems of the railroads, 
we want to see them placed on a secure 
basis, and we believe that to do so is in the 
best interests of the public, including that 
part which is interested in savings banks and 
life insurance companies.” 


HEADS DISTRIBUTORS GROUP 


Hucu W. Lone, chairman of the executive 
committee and formerly vice-president, has 
been elected president of Distributors Group, 
Inc., New York, succeeding George B. Cortel- 
you, Jr., who has resigned. 
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FRED P. JUNG ADVANCED 


Fred P. JUNG has been appointed acting 
manager of the Lorain-Triskett branch bank 
of the Cleveland Trust Company. Mr. Jung 
succeeds H. F. Brandt, who has resigned. 
Beginning as a bookkeeper in 1920 at the 
Pearl Street Savings & Trust Co., which 
subsequently became a part of the Cleveland 
Trust Co., the new acting manager has been in 
banking for twelve years. From 1924 to 1929, 
he was a member of the audit department at 
the Pearl Street office at West 25th and 
Clark, and for the last three years he has 
served as chief teller at the office over which 
he now assumes charge. He is a graduate of 
West Technical High School, Cleveland, and 
the American Institute of Banking. 


FIRST WAYNE BECOMES FIRST 


NATIONAL 


First Wayne National Bank of Detroit, 
largest financial institution betwen New York 
and Chicago, has changed its name to First 
National Bank—Detroit. 

The new name was adopted, according to 
Wilson W. Mills, chairman of the board, be- 


cause it is simpler and easier to remember, it 
reflects the position of the bank in the 
financial life of the city and it emphasizes the 
fact that the bank is a Detroit institution— 
an important factor in dealings with banks 
throughout the world. 

Moreover, the original First National Bank, 
founded in 1863, is the oldest constituent 
bank in the large number which combined to 
make the present organization and it was con- 
sidered fitting that the original “First Na- 
tional” name should designate the institution 
of which it has become a part. 

The slight revision in name will not in any 
way affect the management, capital structure, 
ownership or personnel of the bank. At 
the present time the bank has more than 
700,000 customers and resources totaling 
more than half a billion dollars. 


DECLINE IN STOCKS AND 
THE DOLLAR 


AINS in the stock market reached 
( ; in recent weeks have been largely 
lost in a subsequent decline. The 
position of the dollar is also somewhat 
less favorable in its relation to foreign 
currencies. Reasons for these develop- 
ments are not clear. They may have 
been due to the course of the political 
campaign, to the heavy deficit in the 
revenues for the first quarter of the fiscal 
year, or to other causes. It was to be 
expected that there would be a reaction 
in the stock market, for the extent of the 
rise was hardly warranted by any actual 
betterment of the general situation, al- 
though there are unmistakable signs that 
recovery is on its way. Wall Street, as 
usual, “discounted” these signs, and is 
now undergoing the customary reaction. 
Without indulging in any undue opti 
mism, it may be said that there are good 
reasons for believing that the curative 
process has begun. The threat to the 
gold standard has passed into history. 
Bank failures have declined to about the 
normal rate. Loans by the Reconstruc- 
tion Finance Corporation are not only 
showing a marked decline, but repay- 
ments of loans are taking place at an en- 
couraging rate. Even our export trade, 
though much shrunken, is showing some 
impressive gains when measured by the 
quantity standard. 





